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The Medicare Payment Advisory Commission (MedPAC) is an independent congressional
agency established by the Balanced Budget Act of 1997 (P.L. 105-33) to advise the U.S.
Congress on issues affecting the Medicare program. In addition to advising the Congress on
payments to health plans participating in the Medicare Advantage program and providers in
Medicare’s traditional fee-for-service program, MedPAC is also tasked with analyzing access

to care, quality of care, and other issues affecting Medicare.

The Commission’s 17 members bring diverse expertise in the financing and delivery of health
care services. Commissioners are appointed to three-year terms (subject to renewal) by the
Comptroller General and serve part time. Appointments are staggered; the terms of five or six
Commissioners expire each year. The Commission is supported by an executive director and
a staff of analysts, who typically have backgrounds in economics, health policy, and public
health.

MedPAC meets publicly to discuss policy issues and formulate its recommendations to

the Congress. In the course of these meetings, Commissioners consider the results of staff
research, presentations by policy experts, and comments from interested parties. (Meeting
transcripts are available at www.medpac.gov.) Commission members and staff also seek input
on Medicare issues through frequent meetings with individuals interested in the program,
including staff from congressional committees and the Centers for Medicare & Medicaid

Services (CMS), health care researchers, health care providers, and beneficiary advocates.

Two reports—issued in March and June each year—are the primary outlets for Commission
recommendations. In addition to annual reports and occasional reports on subjects requested
by the Congress, MedPAC advises the Congress through other avenues, including comments
on reports and proposed regulations issued by the Secretary of the Department of Health and

Human Services, testimony, and briefings for congressional staff.




REPORT TO THE CONGRESS

Medicare
Payment Policy

Cmm

MEchAC e

4251 Street, NW » Suite 701 » Washington, DC 20001
(202) 220- 3700 w.medpac.gov







MECDAC

The Honorable Kamala D. Harris
President of the Senate

U.S. Capitol

Washington, DC 20510

The Honorable Nancy Pelosi
Speaker of the House

U.S. House of Representatives
U.S. Capitol

Room H-232

Washington, DC 20515

Medicare

Payment Advisory

Commission

Dear Madam President and Madam Speaker:

425 | Street, NW e Suite 701
Washington, DC 20001
202-220-3700
www.medpac.gov

Michael E. Chernew, Ph.D., Chair
Paul B. Ginsburg, Ph.D., Vice Chair

James E. Mathews, Ph.D., Executive Director

March 15, 2021

I am pleased to submit the Medicare Payment Advisory Commission’s March 2021 Report to the Congress:
Medicare Payment Policy. This report fulfills the Commission’s legislative mandate to evaluate Medicare payment
issues and make recommendations to the Congress.

The report contains 14 chapters:

* achapter that provides a broader context for the report, including the near-term consequences of the coronavirus
pandemic and the longer-term effects of Medicare spending on the federal budget and the program’s financial

sustainability;

e achapter that describes the Commission’s analytic framework for assessing payment adequacy;

* nine chapters that describe the Commission’s recommendations on fee-for-service (FFS) payment rate updates
and related issues including, as mandated by the Congress, a report on the expansion of the hospital post-acute
care transfer policy to include discharges to hospice;

* achapter that updates the trends in enrollment, plan offerings, and payments in Medicare Advantage plans;

e achapter that updates the trends in enrollment and plan offerings for plans that provide prescription drug

coverage under Part D; and

* achapter that presents an option for Medicare’s coverage of telehealth services after the coronavirus public

health emergency.

In 2020, the global coronavirus pandemic had catastrophic consequences for many Medicare beneficiaries and
affected health care delivery for all. In this report, we begin to discuss some of the effects of the pandemic, including
those on beneficiary access, mortality, and service use. We also begin to assess the effects on providers that are



considered in this report. A fuller discussion of the pandemic’s effects on beneficiaries and providers, including lessons
learned, will require analysis of data that are still being collected and is beyond the scope of this report.

In this report, we continue to make recommendations aimed at finding ways to provide high-quality care for Medicare
beneficiaries while giving providers incentives to constrain their cost growth and thus help control program spending.

In light of our payment adequacy analyses, we recommend positive payment updates in 2022 for two FFS payment
systems (hospital and long-term care hospital); zero updates for five systems (physician, ambulatory surgical center,
outpatient dialysis, skilled nursing facility, and hospice); and negative updates for two systems (home health and inpatient
rehabilitation facility). For two of these sectors, we include additional recommendations to improve payment accuracy
by:

* requiring ambulatory surgical centers to report cost data, and
* wage adjusting the hospice aggregate cap and reducing it by 20 percent.

I hope you find this report useful as the Congress continues to grapple with the difficult task of controlling the growth
of Medicare spending while preserving beneficiaries’ access to efficiently delivered, high-quality care and providing
equitable payment for providers.

Sincerely,

Yo finS

Michael E. Chernew, Ph.D.
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Executive summary

By law, the Medicare Payment Advisory Commission
reports to the Congress each March on the Medicare
fee-for-service (FFS) payment systems, the Medicare
Advantage (MA) program, and the Medicare prescription
drug program (Medicare Part D). In this year’s report, we:

* consider the context of the Medicare program,
including the near-term consequences of the
coronavirus pandemic and the longer-term effects
of program spending on the federal budget and the
program’s financial sustainability.

e evaluate payment adequacy and make
recommendations concerning Medicare FFS payment
policy in 2022 for acute care hospital, physician and
other health professional, ambulatory surgical center,
outpatient dialysis facility, skilled nursing facility,
home health agency, inpatient rehabilitation facility,
long-term care hospital, and hospice services.

* as mandated by the Congress, report on the expansion
of the hospital post-acute care transfer policy to
hospice.

e review the status of the MA program (Medicare
Part C) through which beneficiaries can join private
plans in lieu of traditional FFS Medicare.

e review the status of the Medicare program that
provides prescription drug coverage (Medicare
Part D).

* present an option for Medicare’s coverage of
telehealth services after the coronavirus public health
emergency (PHE).

In 2020, the global coronavirus pandemic had catastrophic
consequences for many Medicare beneficiaries and
affected health care delivery for all. In this report, we
begin to discuss some of the effects of the pandemic,
including on beneficiary access, mortality, and service
use. We also begin to assess the effects on providers

that are considered in this report. A fuller discussion of
the pandemic’s effects on beneficiaries and providers,
including lessons learned, will require analysis of data that
are still being collected and is beyond the scope of this
report.

In this report, we recommend payment rate updates for
nine FFS payment systems for 2022. Because of standard
data lags, the most recent complete data we have for
most payment adequacy indicators are from 2019. Where
relevant, we have considered the effects of the 2020
coronavirus PHE on our indicators and whether those
effects are likely to be temporary or permanent. To the
extent that the effects of the PHE are temporary or vary
significantly across providers in a sector, they are best
addressed through targeted temporary funding policies
rather than a permanent change to payment rates in 2022
and future years.

The goal of Medicare payment policy is to obtain good
value for the program’s expenditures, which means
maintaining beneficiaries’ access to high-quality services
while encouraging efficient use of resources. Payment
system incentives that promote the efficient delivery of
care serve the interests of the taxpayers and beneficiaries
who finance Medicare through their taxes and premiums.

The Commission recognizes that managing updates and
relative payment rates alone will not solve what have
historically been fundamental problems with Medicare
FES payment systems—that providers are paid more when
they deliver more services, often without regard to the
value of those additional services, and that these payment
systems seldom include incentives for providers to
coordinate services over time and across care settings. To
address these problems directly, two approaches must be
pursued. First, payment reforms need to be implemented
more broadly, coordinated across settings, and pursued as
expeditiously as possible. Second, delivery system reforms
that have the potential to encourage high-quality care,
better care transitions, and more efficient provision of care
need to be enhanced and closely monitored, and successful
models need to be adopted on a broad scale.

In the interim, it is imperative that the current FFS
payment systems be managed carefully and continuously
improved. Medicare is likely to continue using its current
FFS payment systems for some years into the future.

This fact alone makes unit prices—their overall level, the
relative prices of different services within a sector, and
the relative prices of the same service across sectors—of
critical importance. Constraining unit price increases can
induce providers to control their own costs and to be more
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receptive to new payment methods and delivery system
reforms.

For each recommendation, the Commission presents its
rationale, the implications for beneficiaries and providers,
and how spending for each recommendation would
compare with expected spending under current law.

The spending implications are presented as ranges over
one-year and five-year periods. Unlike official budget
estimates used to assess the impact of legislation, these
estimates do not take into account the complete package
of policy recommendations or the interactions among
them. Although we include these budgetary implications,
our recommendations are not driven by any single budget
or financial performance target, but instead reflect our
assessment of the payment rates needed to ensure adequate
access to appropriate care while promoting the fiscal
sustainability of the Medicare program.

In Appendix A, we list all recommendations and the
Commissioners’ votes.

Context for Medicare payment policy

This year, as discussed in Chapter 1, both the short- and
long-term contexts for the Medicare program are sobering.
In the short term, the nation is in the midst of a historic
coronavirus pandemic. Medicare beneficiaries are at
particular risk. Those over 65 are more likely to suffer
severe COVID-19 cases and complications and die than
those who are younger and have fewer comorbidities.
Beneficiaries in nursing facilities have accounted for

a disproportionate share of fatalities from COVID-19.

In addition, non-White Medicare beneficiaries have
faced disproportionately high rates of mortality due to
COVID-19, reflecting, in part, longstanding inequalities
in the health care system and society. Providers are also
under stress. The demands put on individual clinicians
and other staff have been extreme. The financial stress on
providers is unpredictable, although it has been alleviated
to some extent by government assistance and rebounding
service utilization levels.

The longer-term prospects for the program are daunting

as well. The financial future of the Medicare program was
already problematic, but as a result of job losses, in 2020
the Congressional Budget Office projected that Medicare’s
Hospital Insurance Trust Fund will become insolvent by
2024—two years earlier than previously expected. (Other,
long-range projections in Chapter 1 do not yet reflect

the impact of the pandemic.) Driven by growth in the
volume and intensity of services provided to beneficiaries
and the number of beneficiaries aging into the program,
Medicare’s annual spending is projected to double in the
10-year period between 2019 and 2029, from $782 billion
to $1.5 trillion. During this period, Medicare’s share of
total federal spending is expected to rise from 14.6 percent
to 17.5 percent.

Increasing Medicare spending also strains beneficiaries’
household budgets. In 2020, Medicare premiums and
cost sharing were estimated to consume 24 percent of the
average Social Security benefit, up from 14 percent in
2000. The Medicare Trustees estimate that in another 20
years, these costs will consume 31 percent of the average
Social Security benefit.

One of the most powerful ways Medicare can control
spending growth is by setting prices. Over the last 10
years, Medicare’s spending per beneficiary has grown
much more slowly than private health insurance spending
per enrollee. Increasing prices were the main cause of
health care spending growth for the privately insured. Price
increases were driven by increases in provider market
power as hospitals and physician groups consolidated.
From 2009 to 2019, that consolidation contributed to
average annual per enrollee growth in spending on private
health insurance of 3.6 percent. By comparison, over that
same period, Medicare spending per enrollee increased
an average of 1.9 percent annually—nearly the same as
the general inflation rate of 1.8 percent over this period.
This difference suggests that private plans’ greater ability
to constrain volume has less of an effect on spending than
the Medicare program’s greater ability to constrain prices
under its administered pricing system.

Given Medicare’s financing challenges, many believe
that restraining price growth will not be enough to ensure
Medicare’s fiscal sustainability and that growth in the
quantity of health care services must also be reduced.
Medicare has piloted a number of alternative payment
models that give providers incentives to more closely
manage and coordinate beneficiaries’ care to keep them
healthy and reduce unnecessary service use. The ultimate
goal of these payment models is to reduce growth in
spending while maintaining or improving the quality of
care.

Prices and utilization rates can also be influenced through
other means. The Commission has identified a number
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of aspects of Medicare payment systems that hamper

the program’s ability to achieve fiscal sustainability.

The Commission has and will continue to make
recommendations that, if implemented, could address
these challenges and allow Medicare to improve payment
accuracy and equity without sacrificing quality or access.

Assessing payment adequacy and updating
payments in fee-for-service Medicare

As required by law, the Commission annually makes
payment update recommendations for providers paid
under Medicare’s traditional FFS payment systems. An
update is the amount (usually expressed as a percentage
change) by which the base payment for all providers in a
payment system is changed relative to the prior year. As
explained in Chapter 2, to determine an update, we first
assess the adequacy of Medicare payments for providers
in the current year (2021) by considering beneficiaries’
access to care, the quality of care, providers’ access

to capital, and how Medicare payments compare with
providers’ costs. As part of that process, we examine
whether payments will support the efficient delivery of
services, consistent with our statutory mandate. Next, we
assess how those providers’ costs are likely to change in
the year the update will take effect (the policy year; here,
2022). Finally, we make a judgment about what, if any,
update is needed for the policy year in question.

To the extent that events create temporary shocks to

the Medicare component of providers’ finances, they

are best addressed through targeted temporary funding
policies rather than a permanent change to all providers’
Medicare payment rates. Because payment updates are
cumulative—that is, they compound each year—they are
not the preferred policy response to abrupt but temporary
changes in demand for health care or resulting health care
spending. For example, the coronavirus pandemic changed
the demand for and delivery of health care in 2020

and had material effects on providers’ patient volume,
revenues, and costs. Moreover, these effects have varied,
and continue to vary widely, across different geographies,
across different types of providers, and among individual
providers. Although the effects are persisting in 2021, the
Commission expects much of the pandemic’s impact on
health care will be temporary.

To fulfill our congressional mandate in regard to payment
system updates, we must confine our focus to effects that
we expect will impact payment adequacy in the given
policy year. As noted above, to the extent the pandemic

effects are temporary or vary significantly across
individual providers, they are best addressed through
targeted temporary funding policies. Nonetheless, if there
are changes during the PHE that have effects on providers’
cost structures that we expect will persist into 2022 (the
policy year for our recommendations), those changes are
noted in each sector’s payment adequacy discussion and
will factor into our estimates of payment adequacy. We
will monitor the impacts of COVID-19 over time, and
any lasting effects will be considered as we evaluate the
adequacy of Medicare payments in future years.

This year, we consider recommendations in nine FFS
sectors: acute care hospitals, physicians and other health
professional services, ambulatory surgical centers,
outpatient dialysis facilities, skilled nursing facilities,
home health agencies, inpatient rehabilitation facilities,
long-term care hospitals, and hospices. The Commission
looks at all available indicators of payment adequacy
and reevaluates any assumptions from prior years,

using the most recent data available to make sure its
recommendations accurately reflect current conditions.
We use the best available data and changes in payment
policy to project margins for 2021 and make payment
recommendations for 2022, accounting for anticipated
changes in providers’ costs between 2021 and 2022.
Because of standard data lags, the most recent complete
data we have are generally from 2019. The coronavirus
PHE has created additional data lags, most notably for cost
reports because the deadlines for their submission were
extended. Where possible, we have bolstered our analyses
with data from 2020, including interim claims data,
information on facility closures, and beneficiary survey
data.

In considering updates to payment rates, we may also
recommend changes that redistribute payments within

a payment system to correct any biases that may make
treating patients with certain conditions financially
undesirable, make particular procedures unusually
profitable, or otherwise result in inequity among providers.
We may also make recommendations to improve program
integrity where we deem it necessary. Our goal is to apply
consistent criteria across settings, but because conditions
at baseline and anticipated changes between baseline and
the policy year may vary, the recommended updates may
vary across sectors.

Our recommendations in this report, if adopted, could
significantly change the revenues providers receive from
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Medicare. Payment rates set to cover the costs of relatively
efficient providers help induce all providers to control
their costs. Furthermore, Medicare rates also have broader
implications for health care spending because they are
used in setting payments for other government programs
and private health insurance. Thus, while setting prices
intended to support efficient provision of care directly
benefits the Medicare program, it can also help control
health care spending across payers.

The Commission also examines payment rates for services
that can be provided in multiple settings. Medicare often
pays different amounts for similar services furnished in
different settings. Basing the payment amount for these
services on the rate paid in the most efficient setting
would save money for Medicare, reduce cost sharing for
beneficiaries, and reduce the financial incentive to provide
services in the higher paid setting.

Hospital inpatient and outpatient services

Short-term acute care hospitals provide acute inpatient and
outpatient services, such as treatments for acute medical
conditions and injuries. Medicare’s payment rates for
inpatient and outpatient services are generally set under
the inpatient prospective payment system (IPPS) and
outpatient prospective payment system (OPPS). In 2019,
payments under these hospital payment systems totaled
$186 billion. About 5.5 million beneficiaries had 8.7
million inpatient stays in the 3,200 acute care hospitals
paid under the IPPS in 2019. That same year, 20.6
million beneficiaries made 97.1 million visits to the 3,700
hospitals providing outpatient services under the OPPS.

As described in Chapter 3, most of our payment adequacy
indicators for hospital services are positive.

Beneficiaries’ access to care—QOur payment adequacy
indicators suggest Medicare beneficiaries continue to have
good access to hospital services. In 2019, the aggregate
hospital occupancy rate was 64 percent, suggesting that
hospitals have excess inpatient capacity in most markets.
This capacity remains adequate despite an increase in
hospital closures in 2019 that was partially driven by

a decline in admissions per capita. Inpatient stays per
capita continued their gradual decline in 2019 (falling 1.9
percent), while outpatient services per capita continued
their slow increase (rising 0.7 percent). These trends
reflect the continuing shift of care from inpatient to
outpatient settings and from physician offices to hospital

outpatient departments (as hospitals acquire physician
practices). Hospitals’ marginal profit on Medicare FFS
beneficiaries was about 8 percent in 2019, indicating that
hospitals with excess capacity continue to have a financial
incentive to serve additional Medicare beneficiaries.

Quality of care—In 2019, risk-adjusted readmission
and mortality rates improved modestly, and patient
experience measures remained stable. In March 2019,
the Commission recommended a redesign of the current
hospital quality payment programs, including removing
the current penalty-only quality programs and enacting
a new hospital value incentive program (HVIP) that
balances rewards and penalties and has the potential to
drive further improvement in hospital quality.

Providers’ access to capital—Hospitals had record high
all-payer operating and total margins, which contributed
to strong access to capital in 2019. Furthermore, hospital
construction spending held steady, municipal bond interest
rates remained low, hospital mergers and acquisitions
continued, and hospital employment remained stable.

Medicare payments and providers’ costs—Medicare’s
payments to IPPS hospitals grew faster than hospitals’
costs in 2019, resulting in the aggregate Medicare margin
increasing slightly from —9.3 to —8.7 percent among all
IPPS hospitals, and the median margin increasing from
about -2 percent to —1 percent for relatively efficient
hospitals. Hospitals’ Medicare margins increased primarily
because Medicare made an additional $1.5 billion in
payments to hospitals to help cover the costs of charity
care and non-Medicare bad debts.

While the coronavirus PHE has made 2020 an anomalous
year in many respects and it is impossible to predict

with certainty the extent to which these effects will
continue into 2021, we expect IPPS hospitals’ Medicare
margin to increase to about —6 percent in 2021, driven

by substantially higher payment rate updates than in
2019 and prior years and by the suspension of Medicare
sequestration through the first half of fiscal year 2021. We
also expect the efficient providers’ Medicare margin will
improve in 2021 to become slightly positive. The exact
increase in the Medicare margin will depend in large part
on the duration and severity of the coronavirus pandemic,
volume changes, case-mix changes, and changes in costs
relative to input price inflation, as well as any additional
payment or other policy changes enacted during the
pandemic.
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On the basis of generally positive payment adequacy
indicators, the Commission recommends that the
Congress, for 2022, update the 2021 Medicare base
payment rates for acute care hospitals by 2 percent.
Together with the statutory additional 0.5 percent increase
to inpatient payments and the 0.8 percent increase to
inpatient payments from our standing recommendation

to replace the current quality program penalties with the
HVIP, on net, inpatient payments would increase by 3.3
percent and outpatient payment rates would increase by
2.0 percent. The 2 percent outpatient update (rather than
the 2.4 percent estimated under current law) would limit
growth in the differential between rates paid for physician
office visits on a hospital campus and rates paid for those
visits at freestanding physician offices.

Mandated report: Expanding the post-acute care
transfer policy to hospice

In Chapter 3, we also report on the effects of expanding
the post-acute care transfer policy to hospices, as
mandated by the Balanced Budget Act of 2018. Under
the post-acute care transfer policy, when Medicare
beneficiaries with certain conditions have short inpatient
stays and are transferred to a post-acute care setting, the
transferring hospital receives a per diem payment rather
than the full IPPS amount. The Bipartisan Budget Act of
2018 expanded the IPPS post-acute care transfer policy
to include hospital transfers to hospice beginning in fiscal
year 2019 and mandated that the Commission evaluate and
report on the effects of this policy change. We estimate
that the policy change resulted in savings of about $304
million in fiscal year 2019 and about $78 million in the
first quarter of fiscal year 2020, without any discernable
changes in Medicare beneficiaries’ timely access to
hospice care.

Physician and other health professional
services

Physicians and other health professionals deliver a
wide range of services—including office visits, surgical
procedures, and diagnostic and therapeutic services—in
a variety of settings. Medicare pays for these clinician
services using a fee schedule. In 2019, Medicare paid
$73.5 billion for clinician services, accounting for just
under 18 percent of traditional FFS Medicare spending.
In the same year, almost 1.3 million clinicians billed the
fee schedule, including physicians, nurse practitioners,
physician assistants, therapists, chiropractors, and other
practitioners.

As described in Chapter 4, our payment adequacy
indicators for clinician services are positive.

Beneficiaries’ access to care—Overall, beneficiary
access to clinician services is comparable with prior years,
despite the current PHE. Consistent with prior years, most
beneficiaries continued to report that they are able to find
a new doctor without a problem, and the vast majority

of beneficiaries reported being satisfied with their care,
having a usual source of care, and having no trouble
accessing timely care. From 2014 to 2019, the number

of clinicians billing the fee schedule grew faster than the
number of Medicare beneficiaries, with a slight decrease
in the number of primary care physicians more than

offset by rapid growth in the number of advanced practice
registered nurses and physician assistants. The number of
clinician encounters per beneficiary increased modestly
from 2018 to 2019.

Quality of care—Geographic variation in traditional
Medicare beneficiaries’ ambulatory care—sensitive
hospitalizations and emergency department visits signals
opportunities to improve the quality of ambulatory care.
There is also substantial use of low-value care among
Medicare beneficiaries. (Low-value care is the provision
of a service that has little or no clinical benefit or care

in which the risk of harm from the service outweighs its
potential benefit.) We estimate that, in 2018, between 22
percent and 36 percent of beneficiaries in traditional FFS
Medicare received at least one low-value service, and
Medicare spending for these services ranged from $2.4
billion to $6.9 billion.

Medicare payments and providers’ costs—Clinicians’
Medicare payments and input costs continue to rise.
Between 2018 and 2019, traditional Medicare’s allowed
charges (i.e., payments to providers, including beneficiary
cost sharing) for clinician services per beneficiary grew
3.7 percent, a higher growth rate than in prior years.

In 2019, private insurance payment rates for clinician
services were 136 percent of traditional FFS Medicare’s
rates, compared with 135 percent in 2018. From 2015 to
2019, median physician compensation from all payers
grew by 3.3 percent per year, on average. However,
median compensation in 2019 remained much lower

for primary care physicians than for physicians in
certain other specialties, such as radiology and surgical
specialties—underscoring concerns about the mispricing
of fee schedule services and its impact on primary care.
Effective January 1, 2021, CMS increased payment rates
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for evaluation and management office/outpatient visits
and reduced rates for many other services, which should
help address the compensation gap between primary
care physicians and certain specialists. CMS projects
that clinician input costs—as measured by the Medicare
Economic Index—will increase by 1.6 percent in 2022.

Under current law, there is no update to the Medicare fee
schedule base payment rate for 2022. However, clinicians
are eligible for performance-based payment adjustments or
can receive an incentive payment worth 5 percent of their
professional services payments if they participate in an
advanced alternative payment model. The Commission’s
analyses suggest that Medicare’s aggregate payments

for clinicians are adequate. Therefore, the Commission’s
recommendation is that the Congress should update the
2022 Medicare payment rates for physician and other
health professional services by the amount determined
under current law.

Ambulatory surgical center services

Ambulatory surgical centers (ASCs) provide outpatient
procedures to patients who do not require an overnight
stay. In 2019, the 5,816 ASCs that were certified by
Medicare treated 3.5 million FFS Medicare beneficiaries.
Medicare program and beneficiary spending on ASC
services was about $5.2 billion.

As described in Chapter 5, our payment adequacy
indicators for ASC services are positive.

Beneficiaries’ access to care—Increasing growth in the
supply of ASCs and the volume of ASC services indicates
that beneficiaries’ access to ASC services is adequate.
From 2014 to 2018, the number of ASCs increased by an
average annual rate of 1.7 percent. In 2019, the number
of ASCs increased 2.5 percent. Most new ASCs in 2019
(96 percent) were for-profit facilities. From 2014 through
2018, the volume of services per Part B fee-for-service
beneficiary increased by an average annual rate of 2.1
percent. In 2019, volume increased by 2.7 percent.

Quality of care—Among the eight quality measures in
the ASC Quality Reporting (ASCQR) Program for which
data were available for multiple years through 2018,
performance among the ASCs that reported data improved
for most measures from 2013 through 2017, but from
2017 to 2018 the measures were largely unchanged and
decreased for one measure. For 2019 and beyond, CMS
has been making several changes to the ASCQR Program.

However, we remain concerned about the delayed use

of Consumer Assessment of Healthcare Providers and
Systems® measures, the lack of a value-based purchasing
program for the ASC sector, and the lack of claims-based
outcome measures that apply to all ASCs.

Providers’ access to capital—Because the number of
ASCs—especially for-profit ASCs—has continued

to increase and consolidation in the ASC market has
maintained a steady pace, access to capital appears to be
adequate.

Medicare payments and providers’ costs—ASCs do

not submit data on the cost of services they provide to
Medicare beneficiaries. Therefore, we cannot calculate

a Medicare margin as we do for other provider types to
help assess payment adequacy. From 2014 through 2018,
Medicare payments for ASC services per FFS beneficiary
increased by an average annual rate of 5.8 percent.
However, in 2019, growth in these payments increased by
8.3 percent.

On the basis of these positive payment adequacy
indicators, the Commission concludes that ASCs can
continue to provide Medicare beneficiaries with access to
ASC services and recommends no update to the payment
rates for 2022. In addition, because the Commission
believes cost data are vital for making informed decisions
about updating ASC payment rates and for identifying an
appropriate input price index for ASCs, the Commission
continues to recommend that the Secretary of Health and
Human Services collect cost data from ASCs without
further delay.

Ovutpatient dialysis services

Outpatient dialysis services are used to treat the majority
of individuals with end-stage renal disease (ESRD).

In 2019, nearly 395,000 beneficiaries with ESRD on
dialysis were covered under FFS Medicare and received
dialysis from nearly 7,700 dialysis facilities. Since 2011,
Medicare has paid for outpatient dialysis services based
on a PPS bundle that includes certain ESRD-related drugs
and clinical laboratory tests that were previously paid
separately. In 2019, Medicare expenditures for outpatient
dialysis services were $12.9 billion.

As described in Chapter 6, our payment adequacy
indicators for dialysis services are generally positive.

Beneficiaries’ access to care—Growth in the capacity of
dialysis facilities and their continued financial incentive
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to treat additional Medicare FES beneficiaries indicate
that beneficiaries’ access to dialysis services has been
adequate. Between 2018 and 2019, the number of dialysis
treatment stations grew faster than the number of FFS
dialysis beneficiaries (but kept pace with demand from all
dialysis patients). During this same time period, growth in
the number of FFS dialysis beneficiaries matched growth
in the total number of treatments. At the same time,

use of ESRD drugs in the bundle continued to decline,
but at a slower rate than during the initial years of the
ESRD PPS (2011 and 2012). In 2019, dialysis facilities’
marginal profit was 25 percent, indicating that providers
have a financial incentive to continue to serve Medicare
beneficiaries.

Quality of care—Between 2014 and 2019, hospitalization,
hospital readmission, and mortality rates remained steady,
though the proportion of FFS dialysis beneficiaries

using the emergency department slightly increased.
Between 2014 and 2019, the share of beneficiaries using
home dialysis, which is associated with better patient
satisfaction, increased.

Providers’ access to capital—Information from
investment analysts suggests that access to capital for
dialysis providers continues to be strong. The number
of facilities, particularly for-profit facilities, continues to
increase. Under the ESRD PPS, the two largest dialysis
organizations have grown through acquisitions of and
mergers with midsize dialysis organizations.

Medicare payments and providers’ costs—Medicare’s
payments to freestanding dialysis facilities have increased
faster than their costs. From 2018 to 2019, cost per
treatment fell by 4 percent, while Medicare payment per
treatment rose by 2 percent, and the aggregate Medicare
margin increased from 2.1 percent to 8.4 percent. We
project the 2021 Medicare margin will drop to 4 percent, in
part due to CMS including calcimimetics in the ESRD PPS
bundled payment, which will promote provider efficiency.

Under current law, the Medicare FFS base payment
rate for dialysis services is projected to increase by 1.5
percent. On the basis of the positive payment adequacy
indicators, the Commission recommends that, for 2022,
the Congress eliminate the update to the 2021 ESRD
PPS base rate.

Skilled nursing facility services

Skilled nursing facilities (SNFs) provide short-term
skilled nursing and rehabilitation services to Medicare

beneficiaries after a stay in an acute care hospital. In
2019, about 15,000 SNFs furnished about 2 million
Medicare-covered stays to 1.5 million FFS beneficiaries,
and Medicare FFS spending on SNF services was $27.8
billion.

As described in Chapter 7, most of our payment adequacy
indicators, which are based on the most recent complete
data that we have, are positive. That said, we recognize
that nursing homes have been particularly hard hit by

the coronavirus pandemic and the associated PHE. As
devastating as the pandemic’s effects have been, we expect
the industry to eventually recover, though its recovery may
be sluggish and will vary by provider and market.

Beneficiaries’ access to care—Before the PHE, access

to SNF services was adequate for most beneficiaries.

The number of SNFs participating in the Medicare
program has been stable for many years. In 2019, the vast
majority (90 percent) of beneficiaries lived in a county
with three or more SNFs or swing bed facilities (rural
hospitals with beds that can serve as either SNF beds or
acute care beds). Between 2018 and 2019, the median
occupancy rate declined slightly but remained high (about
85 percent). During the PHE, occupancy declined more
than 10 percentage points, but this decline is unrelated to
the adequacy of Medicare’s payments. Consistent with
the slight decline in SNF occupancy observed in 2019,
Medicare-covered admissions per 1,000 FFS beneficiaries
decreased 4.8 percent, similar to a decrease in the number
of admissions for hospital stays that lasted at least three
days (required for Medicare coverage). Freestanding SNFs
had an average marginal profit of almost 20 percent in
2019, indicating that freestanding SNFs have a financial
incentive to treat additional Medicare FFS beneficiaries.

Quality of care—Since 2015, rates of successful discharge
to the community have increased and hospitalizations
within a stay have decreased. These positive trends
continued from 2018 to 2019.

Providers’ access to capital—Because most SNFs are part
of nursing homes, we examine nursing homes’ access to
capital. Before the PHE, access to capital was adequate,
and though lending activity has stalled during the PHE, it
is expected to be good in 2021. In 2019, the total margin
(a measure of the total financial performance across

all payers and lines of business for the facility) was 0.6
percent. Any lending wariness reflects broad changes in
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post-acute care, not the adequacy of Medicare’s payments.
Medicare is regarded as a preferred payer of SNF services.

Medicare payments and providers’ costs—Consistently
high average Medicare margins indicate that Medicare
FFS payments have continued to exceed freestanding
SNFs’ average costs. In 2019, the average Medicare
margin for freestanding SNFs was 11.3 percent. Since
2000, the average Medicare margin has been above 10
percent, and the very high Medicare margin (19.2 percent)
for efficient SNFs—those providers with relatively

low costs and high quality—is further evidence that
Medicare continues to overpay for SNF care. MA plans’
payment rates, considered attractive by many SNFs, are
much lower than the program’s FFS payments and are
unlikely to be explained by the differences in patient
characteristics between SNF users enrolled in MA and
those in FFS. In 2021, providers are likely to incur higher
costs associated with post-PHE changes in practices (e.g.,
higher expenditures for personal protective equipment
and testing). We also expect Medicare volume to not

fully recover to pre-PHE levels, at least in the near term.
Providers will also continue to adjust their practices to the
new case-mix system that was implemented on October 1,
2019. We project the aggregate Medicare margin to be
about 10 percent in 2021.

On the basis of these positive payment adequacy
indicators, the Commission recommends that, for fiscal
year 2022, the Congress eliminate the update to the fiscal
year 2021 Medicare base payment rates for SNFs. While
the projected level of payments indicates that payments
need to be reduced to more closely align aggregate
payments and costs, the lasting impacts of COVID-19

on SNFs and the effects of the new case-mix system are
uncertain. Because the SNF industry is likely to undergo
considerable changes as it adjusts to both, the Commission
will proceed cautiously in recommending reductions to
payments. A zero update would begin to align payments
with costs while exerting pressure on providers to keep
their cost growth low.

Medicaid trends

As required by the Affordable Care Act, we report on
Medicaid use and spending and non-Medicare (private-
payer and Medicaid) margins. Medicaid finances most
long-term care services provided in nursing homes,

but it also covers the copayments on SNF care for low-
income Medicare beneficiaries (known as dual-eligible
beneficiaries) who stay more than 20 days in a SNF.

Between 2019 and 2020, the number of Medicaid-certified
facilities declined less than 1 percent, to 14,784. Spending
was $39 billion in 2019, about 5 percent less than in 2018.

In 2019, the average total margin—reflecting all payers
(including managed care, Medicaid, Medicare, and
private insurers) and all lines of business (such as skilled
and long-term care, hospice, ancillary services, home
health care, and investment income)—was 0.6 percent, an
increase from 2018. The average non-Medicare margin
(which includes all payers and all lines of business except
FFS Medicare SNF services) was —2 percent, also an
improvement from 2018.

Home health care services

Home health agencies (HHAs) provide services to
beneficiaries who are homebound and need skilled nursing
care or therapy. In 2019, about 3.3 million Medicare FFS
beneficiaries received care, and the program spent $17.8
billion on home health care services. In that year, over
11,300 HHAs participated in Medicare.

As described in Chapter 8, our payment adequacy
indicators for home health care services are generally
positive.

Beneficiaries’ access to care—Medicare FFS
beneficiaries’ access to home health care has been
adequate. In 2019, over 99 percent of beneficiaries lived
in a ZIP code where at least one Medicare HHA operated,
and 86 percent lived in a ZIP code with five or more
HHAs. In 2019, the number of HHAs declined by 1.7
percent, continuing a slow decline since 2013. However,
the decline follows a long period of growth in supply.
From 2002 to 2013, the number of HHAS increased by
over 80 percent. The decline since 2013 was concentrated
in areas that experienced sharp increases in supply in prior
years. Similarly, in 2019 the number of 60-day episodes
declined by 3.0 percent, continuing a slight decline that
began in 2011. While home health care episodes have
decreased somewhat, freestanding HHAs’ marginal profit
on Medicare patients in 2019 was 18 percent, suggesting
that HHAs have a significant financial incentive to treat
additional Medicare beneficiaries.

Quality of care—In 2019, our outcome measures were
mixed. The rate of home health patients who were
hospitalized during their spell of home health services
increased slightly, but the share who were successfully
discharged to the community (patients who did not
experience an unplanned hospitalization within 30 days of
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the end of their spell of home health care) also increased
slightly.

Providers’ access to capital—Access to capital is a less
important indicator of Medicare payment adequacy

for home health care because this sector is less capital
intensive than other health care sectors. The major publicly
traded for-profit home health companies had sufficient
access to capital markets for their credit needs.

Medicare payments and providers’ costs—For more
than a decade, payments under the home health PPS have
consistently and substantially exceeded costs. In 2019,
Medicare spending for home health care declined by 0.5
percent, but Medicare margins for freestanding agencies
averaged 15.8 percent. Two factors have contributed

to payments exceeding costs: Agencies have reduced
episode costs by decreasing the number of visits provided,
and cost growth in recent years has been lower than the
annual payment updates for home health care. Though
the PHE was a disruption for HHAs, the emergency has
not significantly changed the financial outlook or service
delivery practices of the industry. The Commission
projects that Medicare margins for freestanding HHAs in
2021 will be 14 percent.

Overpayments for home health care services diminish the
value of the services as a substitute for more costly ones.
Given the positive payment adequacy indicators, for 2022
the Commission recommends a 5 percent reduction in the
Medicare home health PPS base payment rate.

Inpatient rehabilitation facility services

Inpatient rehabilitation facilities (IRFs) are hospitals

or distinct units of hospitals that provide medical care

as well as intensive rehabilitation programs to patients
after illness, injury, or surgery. Rehabilitation programs
are supervised by rehabilitation physicians and include
services such as physical and occupational therapy,
rehabilitation nursing, speech—language pathology, and
prosthetic and orthotic services. In 2019, Medicare spent
$8.7 billion on IRF care. About 363,000 beneficiaries had
roughly 409,000 IRF stays. On average, the FFS Medicare
program accounted for about 58 percent of IRF discharges.

As described in Chapter 9, our payment adequacy
indicators for IRFs are positive.

Beneficiaries’ access to care—In 2019, the number of
IRFs decreased slightly from 1,170 to 1,152. Over time,
the number of hospital-based and nonprofit IRFs has

fallen, while the number of freestanding and for-profit
IRFs has mostly increased. In 2019, the average IRF
occupancy rate remained at 67 percent, indicating that
capacity is adequate to meet demand for IRF services.
In addition, the number of Medicare cases per FFS
beneficiary increased by 1.6 percent in 2019. That year,
IRFs’ average marginal profit was 19.4 percent for
hospital-based IRFs and 40.2 percent for freestanding
IRFs, indicating that IRFs with excess capacity have

a financial incentive to treat additional Medicare
beneficiaries.

Quality of care—Measures of successful discharge to the
community and hospitalizations within the IRF stay were
steady or improved between 2015 and 2019.

Providers’ access to capital—The parent institutions of
hospital-based IRFs continue to have good access to capital
(as discussed in Chapter 3). The continued expansion of

a major freestanding IRF chain and freestanding IRFs’
average total (all-payer) margin of 10.4 percent suggests
that IRFs generally have good access to capital.

Medicare payments and providers’ costs—Medicare

FFS payments to IRFs continue to exceed their costs.

In the five-year period between 2015 and 2019, the IRF
Medicare margin remained above 13 percent. Although
the aggregate Medicare margin decreased slightly in 2019
to 14.3 percent, it remained high. Medicare margins in
freestanding and hospital-based IRFs were 24.6 percent
and 2.1 percent, respectively. The coronavirus PHE has
made 2020 an anomalous year in many respects, and it is
impossible to predict with certainty the extent to which
these effects will continue into 2021. Nevertheless, we
expect the increase in revenue will more than offset cost
growth over the period. Therefore, for 2021, we project an
aggregate Medicare margin of 16 percent.

On the basis of these indicators, the Commission
recommends a 5 percent reduction in the IRF base
payment rate for fiscal year 2022. In addition, the
Commission reiterates its March 2016 recommendations
that (1) the high-cost outlier pool be expanded and (2) the
Secretary conduct focused medical record reviews of IRFs.

Long-term care hospital services

Long-term care hospitals (LTCHs) provide care to
beneficiaries who need hospital-level care for relatively
extended periods of time. To qualify for Medicare payment
as an LTCH, a facility must meet Medicare’s conditions
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of participation for acute care hospitals and have an
average length of stay of more than 25 days for certain
Medicare patients. In 2019, Medicare spent $3.7 billion
on care provided in LTCHs. That year, about 82,000 FFS
Medicare beneficiaries had about 91,000 LTCH stays,
which accounted for about 56 percent of LTCH stays
among all users.

CMS began a four-year phase-in of a dual payment-rate
system for LTCHs in fiscal year 2016. When fully phased
in, LTCHs will be paid the standard LTCH PPS rate for
cases that meet the criteria specified in the Pathway for
SGR Reform Act of 2013 and will be paid a lower “site-
neutral” rate for cases that do not. While policies effective
during the coronavirus PHE have temporarily affected the
complete transition to site-neutral rates for all LTCHs in
2021, ultimately, the extent to which LTCHs shift toward
cases that qualify for the standard LTCH PPS rate will
determine the industry’s financial performance under
Medicare’s LTCH PPS. Our payment adequacy analysis
must be interpreted in the context of the transition to the
dual payment-rate system and its anticipated effects on
our payment adequacy metrics. To assess the adequacy of
standard payments under the LTCH PPS for cases meeting
the LTCH criteria, some of our analyses focus on LTCHs
treating a high share (more than 85 percent) of LTCH
PPS—qualifying cases, consistent with the goals of the dual
payment-rate system.

As described in Chapter 10, our payment adequacy
indicators for LTCHs are generally positive or reflect
expected changes under the new dual payment-rate
system.

Beneficiaries’ access to care—In 2019, the number of
LTCH facilities decreased by 3.5 percent, and the number
of LTCH beds decreased by 3 percent, continuing the
decline following the implementation of the dual payment-
rate system. However, the average LTCH occupancy rate
was 63 percent in 2019, suggesting that LTCHs have
capacity in the markets they serve. From 2016 to 2019, the
total number of Medicare cases in all LTCHs decreased
by an average of about 10 percent annually. At the same
time, LTCHs’ marginal profit averaged about 15 percent
in 2019, indicating that LTCHs with excess capacity

have a financial incentive to treat additional Medicare
beneficiaries.

Quality of care—Aggregate risk-adjusted rates of
successful discharge to the community have declined,
and all-condition hospitalizations within a stay have been

unchanged during the dual payment-rate phase-in period.
Consistent with prior years, non-risk-adjusted mean
rates of death in the LTCH and death within 30 days of
discharge for all cases were stable.

Providers’ access to capital—]_'TCHs continued to alter
their cost structures and referral patterns in response to
the dual payment-rate system. Continued phase-in of
site-neutral rates for nonqualifying cases, coupled with
payment reductions to annual updates required by statute,
have limited opportunities for growth in the near term and
reduced the industry’s need for capital.

Medicare payments and providers’ costs—Aggregate
margins for all LTCHs have been variable and negative
during the phase-in of the dual payment-rate system
because costs grew more than payments in most years
between 2016 and 2019. In 2017, the first full year that

all LTCHs received the blended site-neutral rates under
the transition to the dual payment-rate system, aggregate
Medicare margins fell to —2.2 percent and then increased
to —0.5 percent in 2018. In 2019, margins fell again to —1.6
percent. As they have since 2017, LTCHs with a high share
of cases that met the criteria to be paid the standard LTCH
rates had positive margins, 2.9 percent in 2019, which

is a reduction of 1.8 percentage points from 2018. We
expect continued changes in admission patterns and cost
structures of LTCHs in response to the full implementation
of the dual payment-rate system in 2020 and 2021, but

the waiver of some site-neutral payment rules to create
additional inpatient capacity during the PHE has delayed
full implementation. We project that LTCHs’ aggregate
Medicare margin for facilities with more than 85 percent
of Medicare discharges meeting the LTCH PPS criteria
will be 2 percent in 2021.

On the basis of these payment adequacy indicators and
in the context of recent changes in payment policy, the
Commission recommends a 2 percent increase in LTCH
payment rates for 2022. This update supports LTCHs in
their provision of safe and effective care for Medicare
beneficiaries meeting the LTCH PPS criteria for payment
at the standard LTCH PPS rate.

Hospice services

The Medicare hospice benefit covers palliative and support
services for beneficiaries who are terminally ill with a

life expectancy of six months or less if the illness runs its
normal course. When beneficiaries elect to enroll in the
Medicare hospice benefit, they agree to forgo Medicare
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coverage for conventional treatment of their terminal
illness and related conditions. In 2019, more than 1.6
million Medicare beneficiaries (including more than
half of decedents) received hospice services from 4,840
providers, and Medicare hospice expenditures totaled
$20.9 billion.

As described in Chapter 11, our payment adequacy
indicators for hospice services are positive.

Beneficiaries’ access to care—In 2019, the number of
hospice providers increased by 4.3 percent, due largely to
growth in the number of for-profit hospices, continuing a
more than decade-long trend of substantial market entry
by for-profit providers. In the same year, the proportion
of beneficiaries using hospice services at the end of life
continued to grow, and length of stay among decedents
increased. Between 2018 and 2019, the share of Medicare
decedents who used hospice rose from 50.6 percent to
51.6 percent, the average length of stay among decedents
rose from 90.3 days to 92.6 days, and the median length
of stay was stable at 18 days. In 2018, hospices’ marginal
profit on Medicare FFS beneficiaries averaged roughly
16 percent, indicating that hospices with excess capacity
have a financial incentive to treat additional Medicare
beneficiaries.

Quality of care—Hospices’ performance on available
process measures remained very high, although these
measures are limited and are largely topped out (i.e.,
scores are so high and unvarying that meaningful
distinctions in performance can no longer be made).
Performance on a measure of visits in the last three days
of life improved slightly. Scores on the Hospice Consumer
Assessment of Healthcare Providers and Systems® were
stable. However, an Office of Inspector General analysis
of data from state survey agencies and accrediting
organizations identified 313 hospice providers as poor
performers in 2016 due to at least one occurrence of a
serious deficiency or severe and substantiated complaint
that year.

Providers’ access to capital—Access to capital is a less
important indicator of Medicare payment adequacy

for hospice services because it is less capital intensive
than most other health care sectors. However, continued
growth in the number of for-profit providers (a 6.3 percent
increase in 2019) and reports of strong investor interest in
the sector suggest capital is available to these providers.
Less is known about access to capital for nonprofit,
freestanding providers, for which capital may be more

limited. Hospital-based and home health—based hospices
have access to capital through their parent providers.

Medicare payments and providers’ costs—Consistently
high average Medicare margins indicate that Medicare
FFS payments to hospice providers have continued to
exceed hospices’ average costs. The aggregate 2018
Medicare margin was 12.4 percent (similar to 12.5 percent
in 2017), and the projected 2021 margin is 13 percent.

In addition to indicators of hospice payment adequacy,
Chapter 11 also discusses the hospice aggregate cap,
which limits the total payments a hospice provider

can receive in a year in aggregate. If a provider’s total
payments exceed the number of patients treated multiplied
by the cap amount, the provider must repay the excess to
the Medicare program.

The aggregate cap functions as a mechanism that reduces
payments to hospices with long stays and high margins.
In 2018, about 16 percent of hospices exceeded the cap;
their aggregate Medicare margin was about 22 percent
before and 10 percent after application of the cap. These
above-cap hospices had high average lengths of stay and
high live-discharge rates and were disproportionately for
profit, freestanding, urban, small, and new entrants to

the Medicare program. Unlike wage-adjusted Medicare
payments, the hospice aggregate cap is not wage adjusted,
resulting in an aggregate cap that is stricter in some areas
of the country than in others.

On the basis of these payment adequacy indicators and
analysis of the hospice aggregate cap, the Commission
recommends that hospice payment rates for 2022 be held
at their 2021 levels and that the aggregate cap be wage
adjusted and reduced by 20 percent.

The Medicare Advantage program: Status
report

In Chapter 12, as we do each year, the Commission
provides a status report on the Medicare Advantage
(MA) program. In 2020, the MA program included

over 4,000 plan options offered by 185 organizations,
enrolled over 24 million beneficiaries (43 percent of

all Medicare beneficiaries with both Part A and Part B
coverage), and paid MA plans an estimated $317 billion
(not including Part D drug plan payments). To monitor
program performance, we examine MA enrollment trends,
plan availability for the coming year, and payments for
MA plan enrollees relative to spending for FES Medicare
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beneficiaries. We also provide updates on risk adjustment,
risk coding practices, and the current state of quality
reporting in MA.

The MA program gives Medicare beneficiaries the option
of receiving benefits from private plans rather than from
the traditional FFS Medicare program. The Commission
strongly supports the inclusion of private plans in the
Medicare program; beneficiaries should be able to
choose among Medicare coverage options, including the
traditional FFS Medicare program and the alternative
delivery systems that private plans provide. Because
Medicare pays private plans a predetermined rate, risk
adjusted per enrollee, rather than a per service rate, plans
have greater incentives than FFS providers to innovate and
use care-management techniques to deliver more efficient
care.

The Commission has emphasized the importance of
encouraging all providers of care to improve efficiency and
reduce Medicare program costs and beneficiary premiums.
For MA, the Commission previously recommended that
payments be brought down from prior levels, which
subsidized MA plans by providing payments substantially
above FFS rates. The phase-in of MA payment policies
from the Affordable Care Act (ACA) reduced the
difference in Medicare spending between MA and FFS

on a national average basis. However, aggregate plan
payments under the ACA were similar to FFS levels for
only one year before rising above FFS due to higher risk
coding, an increasing share of MA enrollees in areas with
payments above FFS spending, and quality bonus rules.
Notwithstanding, over the past few years, plan bids have
fallen in relation to FFS spending while MA enrollment
continues to grow. Plans have improved efficiencies,
leading to more competitive bids that enable MA plans to
continue to increase enrollment by offering extra benefits
that beneficiaries find attractive. The clear, strong trend
suggests an opportunity for the Medicare program to share
in MA efficiencies.

Enrollment—Between July 2019 and July 2020,
enrollment in MA plans grew by 10 percent, or 2.1 million
enrollees, to 24.4 million enrollees. About 43 percent of
Medicare beneficiaries with Part A and Part B coverage
were enrolled in MA plans in 2020, up from 40 percent in
2019.

Plan availability—Access to MA plans remains high in
2021, with most Medicare beneficiaries having access to
many plans. Overall, 99 percent of Medicare beneficiaries

have access to an MA plan and 98 percent have an HMO
or local preferred provider organization plan operating in
their county of residence. The average beneficiary in 2021
has 32 available plans sponsored by 7 different parent
organizations.

Plan rebates—In 2021, rebates used to provide additional
benefits to enrollees are at a historic high of $140 per
enrollee per month. The average total rebates are 14
percent higher than in 2020. Plans can devote the rebate
(including plans’ allocation of administrative costs and
profit) to lower cost sharing, lower premiums, or provide
supplemental benefits.

Plan payments—In 2021, total Medicare payments to MA
plans average an estimated 104 percent of FFS spending,
an increase of 1 to 2 percentage points compared with
2020. The 2021 estimate incorporates about 3 percentage
points of uncorrected coding intensity. Relative to FFS
spending, quality bonuses in MA account for an estimated
2 to 3 percentage points of MA payments in 2021. Using
plan bid data for 2021, and ignoring the impact of coding
intensity, we estimate that MA payments would be 101
percent of FFS spending. Bid data also show that MA
benchmarks—the maximum amount Medicare will pay
an MA plan to provide Part A and Part B benefits—are
slightly higher relative to FFS than they were in recent
years. MA benchmarks in 2021 averaged an estimated
108 percent of FFS spending (including quality bonuses),
compared with 107 percent in 2020. Bids slightly
decreased to 87 percent of FFS, a record low.

Risk adjustment and coding intensity—Medicare
payments to MA plans are enrollee specific, based on

a plan’s payment rate and an enrollee’s risk score. Risk
scores account for differences in expected medical
expenditures and are based in part on diagnoses that
providers code. Most claims in FFS Medicare are paid
using procedure codes, which offer little incentive for
providers to record more diagnosis codes than necessary
to justify providing a service. In contrast, MA plans have
a financial incentive to ensure that their providers record
all possible diagnoses: Higher enrollee risk scores result in
higher payments to the plan.

Our analysis for 2019 shows that higher diagnosis coding
intensity resulted in MA risk scores that were more than
9 percent higher than scores for similar FFS beneficiaries.
This estimate is higher than the prior year due to faster
MA risk score growth relative to FFS risk score growth.
By law, CMS must make an across-the-board reduction to
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MA risk scores to make them more consistent with FFS
coding, and although CMS has the authority to impose

a larger reduction than the minimum required by law,

the agency has never done so. The minimum adjustment
for coding intensity will remain at 5.9 percent until risk
adjustment incorporates MA diagnostic, cost, and use data.
The Commission previously recommended that MA risk
adjustment exclude diagnoses collected from health risk
assessments, use two years of diagnostic data, and apply
an adjustment for any residual impact of coding intensity
to improve equity across plans and eliminate the impact of
differences between MA and FFS coding intensity. This
year, we highlight the impact of MA plans’ use of medical
chart reviews to increase risk scores (a coding practice that
does not exist in FFS). Recent reports from the Office of
Inspector General indicate that the majority of MA coding
intensity may be due to chart reviews and health risk
assessments.

Quality in MA—The Commission has previously
reported its concerns with the MA star rating system

and recommended improvements. The current state of
quality reporting in MA is such that the Commission can
no longer provide an accurate description of the quality
of care in MA. With 43 percent of eligible Medicare
beneficiaries enrolled in MA plans, good information

on the quality of care MA enrollees receive and how

that quality compares with quality in FFS Medicare is
necessary for proper evaluation. The ability to compare
MA and FFS quality and to compare quality among MA
plans is also important for beneficiaries. Recognizing that
the current quality program is not achieving its intended
purposes and is costly to Medicare, in our June 2020
report we recommended a new value incentive program
for MA that would replace the current quality bonus
program.

Future direction of MA payment policy—Many
indicators continue to point to an increasingly robust

MA program, including growth in enrollment, increased
plan offerings, and historically high extra benefits.
However, some MA policies are in need of immediate
improvement. The Commission is assessing an alternative
MA benchmark policy that would improve equity and
efficiency in the MA program.

Despite the relative efficiency of MA plans in providing
Part A and Part B benefits, in 2021, aggregate MA
payments (including rebates that finance extra benefits)
are about 4 percent higher than expected FFS expenditures

for similar beneficiaries, an increase of more than 1
percentage point from last year. In setting payment policy
in the FES sector, the Commission consistently strives

to encourage providers to deliver care efficiently while
maintaining beneficiary access to good quality care.
However, given the level of overutilization in FFS and
other factors not discussed in this chapter—such as the
volume-inducing effects of traditional FFS Medicare,
which are compounded by Medigap’s effect of insulating
beneficiaries from true health care costs and inappropriate
spending owing to fraud and waste—using payment parity
between MA and FFS Medicare as a benchmark prevents
policymakers from using any efficiencies generated by
the MA program to reduce program spending. Consistent
with the original incorporation of full-risk private plans in
Medicare in 1982, in which private plan payments were
set at 95 percent of FFS payments, we expect plans to

be more efficient. In the future, Medicare may be able to
share in some of those efficiencies.

The Medicare prescription drug program
(Part D): Status report

In 2020, the Part D program paid for outpatient
prescription drug coverage for more than 47 million
Medicare beneficiaries. For Part D plan enrollees,
Medicare subsidizes about three-quarters of the cost of
basic benefits. Part D also includes a low-income subsidy
(LIS) that provides assistance with premiums and cost
sharing to nearly 13 million individuals with low income
and assets. The 2020 benefit year was extraordinary due
to the coronavirus pandemic and its toll on Medicare
beneficiaries and health care providers. However,
Medicare beneficiaries experienced comparatively less
disruption of access to medicines than to other types

of health care services; only 7 percent had to forgo
medications compared with 36 percent for medical
services.

In 2019, Part D program expenditures totaled $102.3
billion. Enrollees paid $13.9 billion of that amount in

plan premiums for basic benefits, plus an additional

$16.7 billion in cost sharing, and additional amounts in
premiums for enhanced benefits. Part D has been a success
in many respects. It has improved beneficiaries’” access to
prescription drugs. Generic drugs account for nearly 90
percent of the prescriptions filled. More than 9 in 10 Part
D enrollees report they are satisfied with the program.

However, changes to Part D’s benefit design combined
with trends in drug spending have eroded plans’ incentives
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for cost control. Over time, a growing share of Medicare’s
payments to plans have taken the form of cost-based
subsidies rather than capitated payments, and the financial
risk that plans bear has declined markedly. Last year, the
Commission recommended major changes to the Part D
benefit design and Medicare’s subsidies to restore the role
of risk-based, capitated payments that was present at the
start of the program and to provide drag on drug price
increases. Separately, we are concerned that the LIS has
features that limit premium competition among plans that
serve low-income beneficiaries.

Nearly 300 organizations sponsor Part D plans, but most
beneficiaries are enrolled in plans sponsored by a handful
of large health insurers. Most large plan sponsors are
vertically integrated with their own pharmacy benefit
manager (PBM), and many also operate mail-order and
specialty pharmacies. Formularies remain plan sponsors’
most important tool for managing drug benefits. Generally,
pharmaceutical manufacturers pay larger rebates when

a sponsor positions a drug on its formulary in a way

that increases the likelihood of winning market share

over competing drugs. Plan sponsors and PBMs have
negotiated rebates that have grown as a share of Part D
spending. However, the wide gap between spending before
and after rebates raises concerns about the accuracy of Part
D’s risk adjustment system.

Enrollment in 2020 and benefit offerings for 2021—In
2020, 74.6 percent of Medicare beneficiaries were enrolled
in Part D plans. An additional 1.9 percent obtained drug
coverage through employer-sponsored plans that received
Medicare’s retiree drug subsidy. The remaining 23.5
percent were divided roughly equally between those who
had creditable drug coverage from other sources and those
with no coverage or coverage less generous than Part D.

Between 2019 and 2020, enrollment in stand-alone
prescription drug plans (PDPs) declined slightly, while
enrollment in Medicare Advantage—Prescription Drug
plans (MA-PDs) expanded to 47 percent of enrollees.

For 2021, beneficiaries have a broad choice of plans,
ranging from 25 PDPs in Alaska to 35 PDPs in Texas,
along with many MA-PDs in most areas. Most plans use

a five-tier formulary that uses differential cost sharing
between preferred and nonpreferred drugs, as well as a
specialty tier for high-cost drugs. For 2021, the $33.06 base
beneficiary premium increased by 1 percent, but individual
plans’ premiums can vary substantially. In 2021, 259

premium-free PDPs are available to the 27 percent of Part D
enrollees who receive the LIS, and all regions have at least
5 premium-free PDPs for LIS enrollees.

Part D program costs—Between 2007 and 2019, Part

D program spending increased from $46.2 billion to
$88.4 billion. Medicare’s reinsurance (which covers

80 percent of spending in the catastrophic phase of

the benefit) continues to be both the largest and fastest
growing component of program spending. As a result,
between 2007 and 2019, the portion of the average basic
benefit paid to plans through the capitated direct subsidy
fell from 54.7 percent to 15.3 percent. In 2019, Part D
saw the largest increase ever in beneficiaries without the
LIS reaching the benefit’s catastrophic phase (high-cost
enrollees). In 2019, high-cost enrollees accounted for 64
percent of Part D spending, up from about 40 percent
before 2011. Overall, our index of Part D prices declined
in 2019, owing to increased generic competition. However,
in classes dominated by brand-name drugs or biologics,
prices continued to rise. In 2019, over 483,000 enrollees
(11 percent of high-cost enrollees) filled a prescription
for which a single claim was sufficient to meet the out-of-
pocket threshold, up from just 33,000 in 2010.

Beneficiary access and quality in Part D—Data from
CMS audits and Part D appeals processes suggest that
beneficiaries may be less likely to encounter access

issues for most drugs than in previous years. However,
among beneficiaries without the LIS, high cost sharing for
expensive therapies may be a barrier to access. In 2021,
the average star rating among Part D plans increased
somewhat for PDPs and decreased for MA-PDs. While
average star ratings for MA—PDs continue to exceed
those of PDPs, the trend among MA—PD sponsors of
consolidating contracts leads us to question the validity of
MA-PD ratings. It is not clear that current quality metrics
help beneficiaries make informed choices among their
plan options.

Telehealth in Medicare after the coronavirus
public health emergency

During the coronavirus PHE, the Congress and CMS
have temporarily expanded coverage of telehealth
services, giving providers broad flexibility to furnish
telehealth services to ensure that beneficiaries continue
to have access to care and reduce their risk of exposure
to COVID-19. Hospitals, physicians, and other providers
have responded by rapidly adopting telehealth to provide
continued access to medical care for their patients.
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Without legislative action, many of the changes will expire
at the end of the PHE.

Although temporary telehealth expansions affect virtually
all settings of care, most of the changes affect the services
paid under the physician fee schedule (PFS). Before the
PHE, Medicare paid for a limited number of telehealth
services and only if they were provided to beneficiaries in
a clinician’s office or facility in a rural area. In addition,
most telehealth services were paid at the lower PES rate
used to pay clinicians providing care in facilities (the
facility-based rate), rather than the higher rate used to pay
office-based clinicians (the nonfacility rate), because the
practice expenses associated with furnishing telehealth
services were presumed to be lower. During the PHE:

*  Clinicians may bill for telehealth services provided to
Medicare beneficiaries in any location, including their
homes and in urban as well as rural areas.

e CMS has added over 140 PFS services to the list
of services it will pay for when delivered through
telehealth. Clinicians can bill for some of these
services if they are provided using audio-only
interaction, and CMS also added new codes for audio-
only evaluation and management visits.

e CMS pays the same rate it would have paid if the
service had been provided in person.

* Clinicians may reduce or waive beneficiaries’ cost-
sharing obligations for telehealth services.

CMS made these changes quickly out of necessity, and

we applaud the agency for acting rapidly to preserve
access to care during the PHE. We expect these telehealth
expansions will remain in place throughout the PHE.
There is ongoing debate on whether the expansions should
be made permanent.

In Chapter 14, a policy option for expanded coverage of
Medicare telehealth policy after the PHE is over. Under
this policy option, policymakers should temporarily
continue the following telehealth expansions for a limited

duration of time (e.g., one to two years after the PHE) to
gather more evidence about the impact of telehealth on
access, quality, and cost, and they should use that evidence
to inform any permanent changes. During this limited
period, Medicare should temporarily:

e pay for specified telehealth services provided to all
beneficiaries regardless of their location,

e cover certain telehealth services in addition to services
covered before the PHE if there is potential for clinical
benefit, and

e cover certain telehealth services when they are
provided through an audio-only interaction if there is
potential for clinical benefit.

After the PHE ends, Medicare should return to paying
the fee schedule’s facility rate for telehealth services
and collect data on the cost of providing those services.
In addition, providers should not be allowed to reduce
or waive cost sharing for telehealth services after the
PHE. CMS should also implement other safeguards to
protect the Medicare program and its beneficiaries from
unnecessary spending and potential fraud related to
telehealth, including:

e applying additional scrutiny to outlier clinicians
who bill many more telehealth services per
beneficiary than other clinicians,

* requiring clinicians to provide an in-person face-
to-face visit before they order high-cost durable
medical equipment or high-cost clinical laboratory
tests, and

e prohibiting “incident to” billing for telehealth
services provided by any clinician who can bill
Medicare directly.

Chapter 14 also describes CMS’s existing authority to
offer telehealth flexibilities to clinicians participating in
advanced alternative payment models, such as accountable
care organizations. H
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Chapter summary

This year, both the short- and long-term context for the Medicare program are
sobering. In the short term, the nation is in the midst of a historic coronavirus
pandemic. Medicare beneficiaries are at particular risk of COVID-19. Those
over 65 are more likely to suffer severe cases and complications and die

than those who are younger and have fewer comorbidities. Beneficiaries in
nursing facilities have accounted for a disproportionate share of fatalities
from COVID-19. In addition, non-White Medicare beneficiaries have faced
disproportionately high rates of mortality due to COVID-19, reflecting, in
part, longstanding inequalities in the health care system and society. Providers
are also under stress. The demands put upon individual clinicians and other
staff have been extreme. The financial stress on providers is unpredictable,
although it has been alleviated to some extent by government assistance and

rebounding service utilization levels.

The longer-term context is also sobering. The financial future of the Medicare
program was already problematic, but as a result of pandemic job losses, in
2020 the Congressional Budget Office projected that Medicare’s Hospital
Insurance Trust Fund will become insolvent two years earlier than previously
expected—by 2024. (Aside from this projection, long-range projections in this
chapter do not reflect the impact of the pandemic.) Driven by growth in the
volume and intensity of services provided to beneficiaries and the number of

beneficiaries aging into the program, Medicare’s annual spending is projected
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to double in the 10-year period between 2019 and 2029, from $782 billion to $1.5
trillion. During this period, Medicare’s share of federal spending is expected to rise

from 14.6 percent to 17.5 percent.

Increasing Medicare spending also strains beneficiaries” household budgets. In
2020, Medicare Part B and Part D premiums and cost sharing are estimated to
consume 24 percent of the average Social Security benefit, up from 14 percent in
2000. The Medicare Trustees estimate that in another 20 years, these costs will

consume 31 percent of the average Social Security benefit.

One of the most powerful ways Medicare can control spending growth is by setting
prices. Over the last 10 years, Medicare’s spending per beneficiary has grown much
more slowly than private health insurance spending per enrollee. Increasing prices
were the main cause of health care spending growth for the privately insured, which
was in turn driven by high levels of provider market power. Hospitals and physician
groups have increasingly consolidated, in part to gain leverage over private insurers
in negotiating higher payment rates. From 2009 to 2019, that consolidation
contributed to average annual per enrollee growth in spending on private health
insurance of 3.6 percent. By comparison, over that same period, Medicare spending
per enrollee increased an average of 1.9 percent annually—nearly the same as the
general inflation rate of 1.8 percent over this period. This difference suggests that
private plans’ greater ability to constrain volume has less of an effect on costs than
the Medicare program’s greater ability to constrain prices under its administered

pricing system.

The Commission makes recommendations about appropriate payment levels

for various Medicare payment systems in our March report each year. These
recommendations are based on our review of the latest available data and attempt to
balance the need to pay high enough prices to ensure beneficiaries’ access to high-

quality care with the need to be a responsible steward of fiscal resources.

Given Medicare’s financing challenges, many believe that restraining price growth
will not be enough to ensure Medicare’s fiscal sustainability and that growth in

the quantity of health care services must also be reduced. Medicare has piloted

a number of alternative payment models that give providers incentives to more
closely manage and coordinate beneficiaries’ care to keep them healthy and reduce
unnecessary utilization. The ultimate goal of these payment models is to save
Medicare money by financially rewarding providers for efficiently delivering health

care services while maintaining or improving the quality of care.
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Prices and utilization rates can also be influenced through other means. The
Commission has identified a number of aspects of Medicare payment systems

that hamper the program’s ability to achieve fiscal sustainability. The Commission
has made numerous recommendations that, if implemented, could address these
challenges and allow Medicare to improve payment accuracy and equity. Some key

recommendations from prior years are summarized at the end of this chapter.

Medicare’s fiscal challenges must be met in a manner that improves quality and
reduces inequities in access to care across the Medicare population. Although
quality of care appears stable, there is room for improvement. The Commission
is also dedicated to understanding and reducing disparities in access to care
across racial and ethnic groups. As Medicare consumes growing shares of the
federal budget and beneficiaries’ incomes, the Commission will continue to
identify changes that could improve Medicare payment policy, including through

recommendations contained in this report and future reports to the Congress. B
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Each March, the Commission reports to the Congress

on traditional Medicare’s various fee-for-service (FFS)
payment systems, the Medicare Advantage program, and
the Medicare prescription drug program. To place the
information presented in those chapters in some context,
this chapter highlights key national trends in health care
spending for the country as a whole and for the Medicare
program in particular. We also review the factors that
contribute to Medicare spending growth—including trends
in demographics and the price of health care services—
and discuss how Medicare’s payment policies can either
moderate or exacerbate program spending. Through the
graphs and statistics that follow, we show that sustaining
Medicare fiscal solvency is a growing and pressing
challenge. For example, in 2020 the Congressional Budget
Office (CBO) estimated that Medicare’s Hospital Insurance
Trust Fund will become insolvent by 2024. (Aside from this
projection, long-range projections in this chapter do not yet
reflect the impact of the pandemic.)

This year, in addition to the long-term financial context

for the Medicare program, we also consider the short-term
context: the coronavirus pandemic. Medicare beneficiaries
are at particular risk from COVID-19. Providers are also
under stress. The demands put upon individual clinicians
and other staff have been extreme. In addition, the financial
stress on providers has been unpredictable, although it has
been alleviated to some extent by government assistance
and rebounding service utilization levels. We discuss

the financial effects on providers, to the extent they are
germane to our payment adequacy analyses, in each update
chapter. We look at some of the effects of the pandemic on
beneficiary mortality and access to care in the section below.

The impact of the coronavirus pandemic
on beneficiaries

The coronavirus pandemic has proven especially tragic for
older adults. People ages 65 and over are more likely than
younger populations to suffer severe cases of COVID-19,
develop complications, and die. Beneficiaries in long-term
care and assisted living facilities are particularly at risk and
have accounted for a disproportionate share of fatalities
nationwide. In addition, non-White Medicare beneficiaries
have faced disproportionately high rates of mortality due

to COVID-19, reflecting, in part, longstanding inequalities
in the health care system and society.

Beneficiaries and clinicians have had to adjust to new care
delivery approaches and priorities during the pandemic—
at times switching from in-person appointments to
telehealth appointments and delaying elective procedures
to avoid potential exposure to the coronavirus and preserve
clinicians’ supplies of personal protective equipment.

Increased mortality during the pandemic

In 2020, COVID-19 was the third leading cause of death
in the U.S., and in the spring and winter, it overtook heart
disease and cancer to become the leading cause of death
in the country (Cox and Amin 2021, Woolf et al. 2020a).
Medicare beneficiaries face disproportionately high
mortality rates compared with younger age groups. As of
late September 2020, adults 65 and older accounted for
79 percent of the deaths attributed to COVID-19 in the
U.S. (Kamp and Evans 2020, National Center for Health
Statistics 2021)." As of mid-January 2021, 38 percent of
COVID-19 deaths occurred among long-term care and
assisted living facility residents and staff (Kaiser Family
Foundation 2021).?

Beyond mortality directly attributed to COVID-19, some
studies have found that the number of excess deaths (that
is, deaths beyond what would have been expected in a
typical year) are even greater (Weinberger et al. 2020,
Woolf et al. 2020b). From late January 2020 through early
December, there were an estimated 475,000 excess deaths
(National Center for Health Statistics 2021, Overberg et
al. 2021). One study observed that only about two-thirds
of excess deaths were caused by COVID-19; it noted

that deaths from noninfectious causes increased during
COVID-19 surges, which could reflect unrecognized or
undocumented coronavirus infections or deaths from
uninfected patients that resulted from care disruptions
produced by the pandemic (Woolf et al. 2020b).

The pandemic has had a disproportionate effect on
non-White individuals. According to age-adjusted
COVID-19 mortality data, White Americans have the
lowest COVID-19 mortality rate by a significant margin.
Mortality rates for Black, Hispanic, and Native American
people are at least double the rates for White Americans
(APM Research Lab 2021). The rates of excess deaths
also reflect these disparities. Comparing actual deaths in
2020 with deaths that would have been expected based
on 2015 to 2019 experience, White Americans’ deaths

Report to the Congress: Medicare Payment Policy | March 2021



were 12 percent higher, Native Americans’ deaths were 29
percent higher, Black Americans’ deaths were 33 percent
higher, Asian Americans’ deaths were 37 percent higher,
and Hispanic Americans’ deaths were 54 percent higher
(Rossen et al. 2020).

Numerous factors could contribute to racial and ethnic
differences in COVID-19 mortality rates, including
employment, multigenerational housing arrangements,
income, preexisting conditions, and access to health care.
For example, non-White workers are disproportionately
represented in frontline industries, such as public transit,
health care, and building cleaning services (Rho et al.
2020). Those workers are at higher risk for contracting
the disease due to their close contact with others and
their inability to work from home, as well as not having
sufficient access to paid time off (Gould and Wilson 2020).
One study found that among Hispanic adults at high risk
of severe COVID-19 illness (of any age), 64.5 percent
lived with a worker who was unable to work from home,
and the same was true of 56.5 percent of Black high-risk
adults, compared with 46.6 percent of White high-risk
adults (Selden and Berdahl 2020). Non-White individuals
are also more likely to delay or avoid urgent or emergency
care during the pandemic: A Centers for Disease Control
and Prevention (CDC) survey found that 25 percent of
Hispanics and 23 percent of Blacks (of any age) reported
having avoided care, compared with 7 percent of Whites
(Czeisler et al. 2020).

Medicare beneficiaries’ access to care was
largely maintained during the pandemic,
although many beneficiaries temporarily
delayed care

A number of surveys have tried to assess how many
Medicare beneficiaries (and others) have delayed or forgone
care because of the pandemic. These surveys have found
that widely varying shares of respondents have forgone or
delayed care, depending on how the question was asked,
when the survey was fielded, and what time period was
referenced. For example, a large national survey by the
Census Bureau, fielded in mid-July, found that among
respondents age 60 and over, 34 percent had delayed care
and 26 percent had forgone care in the past month (Census
Bureau 2020). In contrast, the Commission’s 2020 survey,
fielded from April to October, asked about forgone care

in the past year, and found that only 10 percent of elderly
Medicare beneficiaries had forgone care they thought they
should have gotten. Since our survey is fielded annually,
we are able to observe trends over time, unlike many
surveys that were fielded only during the pandemic. We

found that the share of beneficiaries who reported forgoing
care in 2020 was not statistically significantly different

from prior years—although many respondents in 2020

cited the pandemic as the reason they had forgone care
instead of other reasons commonly cited in prior years.
When beneficiaries do forgo or delay medical care, a CDC
survey found that they were far more likely to delay or

avoid routine care (which 30 percent of elderly respondents
reported doing during the pandemic) than they were to

delay or avoid urgent or emergency care (which only 4
percent reported doing) (Czeisler et al. 2020). In some cases,
beneficiaries may have put off care because providers and
facilities ceased to provide in-person services. In other cases,
beneficiaries may have been unwilling to seek in-person
care because of the risk of COVID-19 infection.

Many of the findings above are reinforced by what we
heard from beneficiaries and clinicians in focus groups
held virtually during the summer of 2020 in three cities in
different regions of the country. Many of the beneficiaries
in each of the groups expressed their reluctance to seek in-
person care because of fear of infection from COVID-19,
especially during the first two months of the pandemic.
Telehealth visits replaced many in-person visits;

however, beneficiaries and clinicians noted that many
procedures (e.g., colonoscopies) and tests (e.g., blood
work) were canceled or delayed. Both beneficiaries and
clinicians reported that the number of in-person visits and
procedures had been increasing throughout the summer,
but some beneficiaries continued to be reluctant to seek in-
person care. We will continue to monitor trends in the use
of telehealth and health care more generally.

The remainder of this chapter discusses Medicare’s longer-
term financial outlook. As a note of caution, most of the
data sources used in this chapter do not yet reflect the
impact of the pandemic in their projections of future-year
health care utilization or spending.

For decades, health care spending in the U.S. has grown
as a share of the nation’s gross domestic product (GDP)
(Figure 1-1). From 1975 to 2020, health care spending

as a share of GDP more than doubled, from 7.9 percent

to 18.0 percent. Private health insurance spending as a
share of GDP more than tripled, from 1.8 percent to 6.1
percent. And Medicare spending as a share of GDP nearly
quadrupled, from 1.0 percent to 3.9 percent.
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Health care spending has grown as a share of the country’s GDP
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Note:  GDP (gross domestic product). First projected year is 2020. Percentages labeled on graph are for 1975 and 2020. Beginning in 2014, private health insurance
spending includes federal subsidies for both premiums and cost sharing for the health insurance marketplaces created by the Affordable Care Act. Health care
spending also includes the following expenditures (not shown): out-of-pocket spending; spending by other health insurance programs (the Children’s Health
Insurance Program, the Department of Veterans Affairs, and the Department of Defense); and other third-party payers and programs and public health activity
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worksite health care; vocational rehabilitation; and other federal, state, and local programs). The potential effects of the coronavirus pandemic are not reflected in

these projections.

Source: MedPAC analysis of CMS'’s National Health Expenditure Accounts, historical data released December 2020 and projections released March 2020.

Actuaries expect national health care spending to increase
at an average annual rate of 5.4 percent from 2019 to 2028,
when total health care spending is projected to constitute
19.7 percent of GDP. The largest driver of personal health
care spending increases is rising prices, which account

for 43 percent of projected growth; for the 2019 to 2028
period, actuaries expect prices to grow at an average
annual rate of 2.4 percent, compared with 1.2 percent for
the 2014 to 2018 period. The accelerated growth in health
care prices is partly a result of an expected acceleration

in economy-wide inflation, which will increase input
prices for medical providers. The second-largest driver of
national spending growth is growth in the use and intensity
of services per patient, which accounts for about a third

of the projected growth in spending between 2019 and

2028. Only about a tenth of the projected growth in health
care spending is explained by the aging of the population
(Keehan et al. 2020). Retail spending for prescription
drugs is projected to grow only slightly faster than overall
national health expenditures. However, over the past

few decades, drugs’ share of spending has expanded
significantly (see text box, p. 11).

Similar to national health care spending trends, Medicare
is also projected to see increases in spending over the 10
years between 2019 and 2029—rising from $782 billion
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Medicare Trustees and CBO project Medicare spending

to nearly double over the next decade
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2029 (growing from the current 2 percent reduction to benefit payments to a 4 percent reduction for the period from April 1, 2029, through September 30,
2029). Subsequent legislation delayed the 4 percent sequester past 2029 (not reflected above).

Source: 2020 annual report of the Boards of Trustees of the Medicare trust funds and CBO’s March 2020 Medicare baseline.

to $1.5 trillion (Figure 1-2) (Boards of Trustees 2020,
Congressional Budget Office 2020a).

Unlike in the private health care sector, price growth is
not expected to drive Medicare’s increasing spending
over the next 10 years (Table 1-1, p. 12) because
Medicare is able to unilaterally set prices for health care
providers. Medicare’s ability to set prices is becoming an
increasingly valuable tool as more and more providers
consolidate into ever larger organizations able to command
increasingly high prices from private payers (see text
box, pp. 13—15, on price growth in the private sector). In
contrast, Medicare’s projected spending in the next 10
years is driven by the increasing number of beneficiaries
(which is set to grow a little more than 2 percent per

year) and the increasing volume and intensity of services
delivered per beneficiary (which is expected to grow

by 2.6 percent per year) (Table 1-1, p. 12). Because
enrollment growth is largely outside of the program’s
control, the most promising avenue for slowing the
growth in Medicare spending is likely to be to reduce the
quantity (and mix) of services used by beneficiaries, such
as through efforts to reduce consumption of low-value
care—defined as services with little or no clinical benefit
or that have more risk of harm than potential benefit.
Consumption of low-value care varies by geography,
reflecting different practice patterns—with previous
Commission analyses finding high amounts of low-value
care delivered in parts of Florida, for example. CMS

has tested a number of alternative payment models that

10 Context for Medicare payment policy



Prescription drug spending has increased significantly

significantly compared with other sectors over

the past few decades—doubling as a share of
personal health care spending between 1979 and 2019,
from 6 percent to 12 percent (Centers for Medicare &
Medicaid Services 2020).

S pending on prescription drugs has increased

CMS actuaries project that national spending on retail
prescription drugs will grow between 2019 and 2028
at an average annual rate of 5.5 percent (Keehan et
al. 2020). This projection is driven by accelerating
growth in drug prices in coming years and greater
use and intensity of prescription drugs, caused

in part by new drugs coming on the market. The
American Academy of Actuaries has also attributed
prescription drug spending growth in the U.S. to
“delays in introducing generics, higher cost inflation
in the United States for pharmaceuticals relative to
other nations, and the compensation of numerous
stakeholders throughout the pharmacy supply chain”
(Hanna and Uccello 2018).

In 2018, across all payers, retail drug spending made
up 9 percent of national health expenditures, compared
with 14 percent of Medicare expenditures (Keehan et
al. 2020). (Both percentages are net of manufacturers’
rebates.)

Spending for prescription drugs that are administered
during a physician visit or a hospital or nursing

home stay are not included in measures of retail drug
spending. The Commission has previously estimated
that in 2016 total drug and pharmacy services
(including retail and nonretail spending) accounted
for 23 percent of Medicare spending (excluding
beneficiary cost sharing)—up from 20 percent in
2007. Over this period, the amount spent by facilities
to buy drugs and operate pharmacies increased much
more quickly for hospital outpatient facilities than for
inpatient facilities. Between 2007 and 2016, drug and
pharmacy costs for hospital outpatient departments
grew at an annual average rate of about 14 percent,
while estimates of comparable costs for inpatient
hospitals increased at an average of less than 2 percent
annually. B

incentivize more efficient use of services, but savings
for Medicare have been only modest and concentrated in
population-based payment models and certain episode-
based payment models. The Commission has asserted
that it may therefore be time to give accountable entities
stronger incentives to control costs and improve quality
(Medicare Payment Advisory Commission 2020b).

The aging of the baby-boom generation will have an
impact on both the Medicare program and the taxpayers
who support it. Workers finance the bulk of Medicare
Part A through payroll taxes that are deposited into the
Hospital Insurance (HI) Trust Fund; workers also help

finance Part B and Part D through income taxes and

other contributions that are deposited into the general

fund of the Treasury.? The ratio of workers per Medicare
beneficiary has already declined from about 4.6 workers
per beneficiary around the time of the program’s inception
to 3.0 workers per beneficiary in 2019 (Figure 1-4b, p. 16).
Over the next decade, as Medicare enrollment continues to
grow, the number of workers per beneficiary is projected
to decline further: by 2029, the Medicare Trustees project
just 2.5 workers per beneficiary.

By 2030, the entire baby-boom generation will be eligible
for Medicare. That year, Medicare is projected to have
nearly 80 million beneficiaries—up from 61 million
beneficiaries in 2019 (Figure 1-4a, p. 16) (Boards of
Trustees 2020).* Baby boomers aging into Medicare

will lower the average beneficiary age over the next 10

MECIpAC

Report to the Congress: Medicare Payment Policy | March 2021 11



Factors contributing to Medicare’s projected spending growth from
2020 to 2029 (not including general economy-wide inflation)

Average annual percent change in:

Beneficiary Volume and Medicare’s
Medicare Medicare Number of demographic intensity of projected
Part prices beneficiaries mix services used spending
Part A 0.2% 2.3% 0.1% 1.2% 3.8%
Part B -0.7 2.3 0.0 4.0 5.7
Part D -0.4 2.6 -0.1 1.8 3.9
Total -0.3 N/A* 0.0 2.6 4.7

Note:  N/A (not available). Includes Medicare Advantage enrollees. Price increases reflect Medicare’s annual updates to payment rates (not including inflation, as
measured by the consumer price index), multifactor productivity reductions, and any other reductions required by law or regulation (including a statutorily required
2 percent sequester to Medicare benefit payments, which was scheduled to increase to 4 percent for a six-month period in 2029 at the time these projections
were developed, but has since been delayed). Part A prices are expected to rise faster than economy-wide inflation in the 2020s in part due to statutorily required
increases. Specifically, in each of fiscal year 2020 through 2023, there is a statutory 0.5 percent increase in inpatient operating payments due to unwinding
a temporary reduction in payments that was put in place to recoup past overpayments resulting from changes in providers’ documentation and coding. Volume
and intensity together are the residual after the other three factors shown in the table (Medicare price increases, the increase in the number of beneficiaries, and
changes in beneficiary demographic mix) are removed. Much of the 1.2 percent projected increase in Part A volume and intensity may be due to increased coding
of hospital severity of illness, which may reflect real changes in patients’ needs and/or coding changes; we do not expect the 1.2 percent to reflect increases
in volume per capita given that the number of discharges per beneficiary has declined for several decades and fell by 6.1 percent from 2015 to 2019. The
“Medicare’s projected spending” column is the product of the other columns in the table. The “Total” row is the sum of the other rows of the table, each weighted by
their Part's share of total Medicare spending in 2019 (as measured by shares of gross domestic product). Any potential effects of the coronavirus pandemic are not

reflected in these projections.

*We are unable to calculate the total contribution of the increasing number of beneficiaries to projected spending growth because there is beneficiary overlap in

enrollment in Part A, Part B, and Part D.

Source: MedPAC analysis of data from the 2020 annual report of the Boards of Trustees of the Medicare trust funds.

years. Then, around 2030, the share of the Medicare
population ages 85 and older is projected to grow as

baby boomers continue to age (Boards of Trustees 2020).
This aging will have cost implications for the Medicare
program because spending per beneficiary for individuals
ages 85 and older is much higher than that for younger
elderly beneficiaries (Figure 1-5, p. 16). The changing
age structure of the Medicare population will thus exert
somewhat less pressure on spending in the near term, then
exert increasing pressure over the longer term.

These demographics create a financing challenge for the
Medicare program. Payroll tax revenues are not growing
as fast as Part A spending, and Medicare already spends
more on Part A services each year than it collects through
HI Trust Fund revenues—creating annual deficits. (Part
A pays for services such as inpatient hospital stays.)
Leftover surpluses from prior years have been used in
recent years to pay for this deficit spending. As a result,

the Trust Fund’s reserves have been dwindling; before the
coronavirus pandemic, the Medicare Trustees estimated
that by 2026 the Trust Fund’s prior surpluses would be
depleted—meaning the HI Trust Fund would be unable to
fully cover its obligations each year (Boards of Trustees
2020). In light of job losses caused by the pandemic,
CBO estimated in 2020 that a drop in payroll tax revenues
will cause the Trust Fund to become insolvent two years
sooner—by 2024 (Congressional Budget Office 2020b).

According to Medicare’s Trustees, if Medicare’s HI Trust
Fund is depleted, “Medicare could pay health plans and
providers of Part A services only to the extent allowed

by ongoing tax revenues—and these revenues would be
inadequate to fully cover costs,” which they warn could
rapidly curtail beneficiary access to care. However, the
Trustees note that lawmakers have never allowed the
assets of the HI Trust Fund to become depleted (Boards of
Trustees 2020).
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Rapid price growth in the private sector has not affected Medicare beneficiaries’

access to care

ver the recent decade between 2008 and 2018,
O spending per enrollee on health care in the

private sector has grown faster than spending
per enrollee in the Medicare program (Centers for
Medicare & Medicaid Services 2020). Increased
prices were largely responsible for this faster spending
growth, which occurred at a time of low growth in
private sector health care utilization (Health Care Cost
Institute 2020a). Our analysis of payer data and a
review of the literature suggests that, although there is
wide variation geographically and by service, private
insurers generally pay rates about twice as high as
Medicare for hospital services and about one and a half
times Medicare rates for physician services (Chernew
et al. 2020, Kaiser Family Foundation 2020, Medicare
Payment Advisory Commission 2017).

One key driver of the private sector’s higher prices is
provider market power (Baker et al. 2014a, Baker et
al. 2014b, Cooper et al. 2018, Gaynor and Town 2012,
Medicare Payment Advisory Commission 2020c,
Medicare Payment Advisory Commission 2017,
Robinson and Miller 2014, Scheffler et al. 2018).
Hospitals and physician groups have increasingly
consolidated, in part to gain leverage in negotiating
higher payment rates with private insurers (which,
themselves, have become more concentrated). Between
2009 and 2019, consolidation contributed to average
annual per enrollee growth in spending on private
health insurance of 3.6 percent. By comparison, over
that same period, Medicare spending per enrollee
increased an average of 1.9 percent annually—nearly
the same as the general inflation rate of 1.8 percent
over this period (Bureau of Labor Statistics 2020,
Centers for Medicare & Medicaid Services 2020).

The difference between private sector spending
growth and Medicare spending growth becomes
more stark once patient cost sharing is taken into
account. Between 2014 and 2018, total health care
spending per capita (including cost sharing) grew 24
percent for the privately insured, compared with 10
percent for beneficiaries in traditional fee-for-service
Medicare (Figure 1-3, p. 14). (These figures do not

include retail spending on prescription drugs.) Actual
spending amounts are lower for the privately insured,
who tend to be younger and healthier than Medicare
beneficiaries. Between 2014 and 2018, annual spending
per capita on services for the privately insured rose
from $4,106 to $5,104. Over the same period, spending
per beneficiary in traditional Medicare increased from
$10,406 to $11,262. (These amounts do not include the
cost of premiums.)

Health care prices have been influenced by hospital
consolidation since hospital systems with larger market
shares are in a stronger bargaining position to negotiate
higher prices (Abelson 2018, Department of Justice
and the Federal Trade Commission 1996, Federal
Trade Commission 2016a, Federal Trade Commission
2016b). One summary of the literature stated:

Overall, ... studies consistently show that when
hospital consolidation is between close competitors,
it raises prices by substantial amounts. Consolidated
hospitals that are able to charge higher prices due

to reduced competition are able to do so on an
ongoing basis, making this a permanent rather than a
transitory problem. (Gaynor 2020)

While most of the literature suggests hospital systems
with larger market shares are in a stronger bargaining
position to negotiate higher prices, the hospital industry
generally disputes the assertion that market power
causes an increase in prices (American Hospital
Association 2019, Noether and May 2017). Also,

while the American Hospital Association asserts that
readmission and mortality rates improve following
mergers, a more recent study suggests that mortality
and readmission rates do not improve and patient
satisfaction declines slightly after mergers (Beaulieu et
al. 2020). Another study of commercial hospital prices
and consolidation finds that prices tend to increase
faster in markets where consolidation increases (Health
Care Cost Institute 2020b). A third study finds higher
prices for hospital services in California markets with
higher levels of concentration (California Healthcare
Foundation 2019). Taken together, the preponderance

(continued next page)




Rapid price growth in the private sector has not affected Medicare beneficiaries’

access to care (cont.)

of evidence suggests that hospital consolidation
leads to higher prices (Medicare Payment Advisory
Commission 2020c).

From 2003 to 2017, the share of hospital markets that
were “super’”’ concentrated increased from 47 percent
to 57 percent.’ Super-concentrated markets have a
single dominant system that accounts for a majority of
hospital discharges.

Consolidation of clinician practices has also increased.
A study of available data found a steady increase
between 2014 and 2018 in the number of mergers

and acquisitions involving physician medical groups
(62 such deals vs. 252 deals, respectively) (Irving
Levin Associates Inc. 2019). The American Medical
Association’s survey of physicians indicates that, over
time, physicians have shifted from solo and small
practices to larger practices (Kane 2015).

The number of physicians in “vertically consolidated”
practices—hospital-acquired physician practices,
physicians hired as salaried employees, or both—
nearly doubled between 2007 and 2013 (Government
Accountability Office 2015). And according to one

(continued next page)

Health care spending per enrollee has grown faster for the privately
insured than for beneficiaries in traditional FFS Medicare, 2014-2018

30

25 4  —e— FFS Medicare, excluding prescription drugs

20 —

Cumulative growth since 2014 (in percent)
o
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--m-- Private insurance, in network, excluding prescription drugs

24%

10%
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Note:  FFS (fee-for-service). The figure shows cumulative growth since 2014. It reflects payments to providers from health insurers and patients (i.e., cost sharing)
but not payments from other sources (e.g., worker’s compensation or auto insurance). Spending on retail prescription drugs is not available for the
privately insured, so it is excluded from both lines in this graph. Spending on out-of-network services for the privately insured is not available for that
group and thus is not included in this graph. The figure reflects spending for individuals with full-year insurance coverage (including individuals with $0 of
health care spending). “Private insurance” reflects spending for individuals ages 18 to 64 in fully insured and self-insured plans (i.e., employer self-funded
plans) contributed by national and regional plans and third-party administrators nationwide; it includes claims from individual and group plans as well as
marketplace plans and Medicare Advantage plans for non-elderly disabled individuals.

Source: MedPAC analysis of Medicare’s Master Beneficiary Summary File; FAIR Health analysis of its National Private Insurance Claims database (which reflects

150 million covered lives) for the subset of enrollees ages 18 to 64.
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Rapid price growth in the private sector has not affected Medicare beneficiaries’

access to care (cont.)

recent study, by 2018, more than half of physicians and
72 percent of hospitals were affiliated with one of 637
vertically integrated health systems, with particularly
fast growth in physician affiliations (Furukawa et

al. 2020). The Federal Trade Commission observed
that “providers increasingly pursue alternatives to
traditional mergers such as affiliation arrangements,
joint ventures, and partnerships, all of which could also
have significant implications for competition” (Federal
Trade Commission 2016b). After controlling for the
level of horizontal concentration of physician services,
three recent studies found that hospital-physician
integration led to commercial price increases of 3
percent to 14 percent (Capps et al. 2018, Medicare
Payment Advisory Commission 2017, Neprash et al.
2015).

The Commission is concerned that market
concentration effects will lead to higher Medicare
spending if commercial prices are “imported” into
Medicare. The Commission has tried to counteract
these effects by recommending restrained payment
updates and site-neutral payments (paying the

same for a service regardless of the setting of care).
But over time, private sector trends may influence
Medicare trends. If the private sector is unable to
constrain price growth, the profitability of caring for
commercially insured patients will increase relative to
the profitability of caring for Medicare beneficiaries.
Eventually, the difference between commercial rates

and Medicare rates could grow so large that hospitals
have an incentive to focus primarily on patients with
commercial insurance, which could create pressure to
increase Medicare’s payment rates. It is also possible
that higher private prices enabled by consolidation
could prompt providers to increase their costs; if
Medicare payment rates do not keep pace with these
higher costs, then Medicare beneficiaries’ access to
care could become threatened. Thus, in the long term,
Medicare beneficiaries’ access to care may in part
depend on commercial payers restraining rates paid to
hospitals (Medicare Payment Advisory Commission
2009, Stensland et al. 2010, White and Wu 2014).

Notwithstanding the higher payment rates often
available from commercial insurers, the vast majority
of clinicians continue to participate in the Medicare
program. The number of clinicians who have opted
out of Medicare (26,000 clinicians as of October
2020) is overwhelmingly outweighed by the number
still in the program (almost 1.3 million clinicians

in 2019). The majority of opted-out clinicians are
behavioral health providers and dentists. In addition,
although nonparticipating clinicians are permitted to
balance-bill beneficiaries for higher copayments than
Medicare’s usual payment rates, it is extremely rare for
clinicians to do so. The Commission closely monitors
the numbers of clinicians who have opted out of the
program or become nonparticipants each year, and it
will continue to do so in the future. B

To keep the HI Trust Fund solvent over the next 25
years, the Trustees estimate that either the payroll tax
would need to be increased immediately from its current
rate of 2.9 percent to 3.7 percent or Part A spending
would need to be permanently reduced by 17 percent
(Table 1-2, p. 17), which is equivalent to about $62
billion in 2021, and comparable amounts in subsequent
years (Boards of Trustees 2020).6 The Commission
regularly makes recommendations to the Congress that
would change Medicare’s spending trajectory, but these
recommendations typically achieve much smaller savings.

For example, the recommendations in the Commission’s
March and June 2020 reports would decrease Medicare
spending by a total of between $7 billion and $12.5 billion
in their first year of implementation.’

The HI Trust Fund is a major financing mechanism for the
Medicare program, but it covers less than half of Medicare
spending (41 percent in 2019), and that share is declining
(Figure 1-6, p. 17).

The rest of Medicare benefit spending, under Part B
and Part D, is covered by the Supplementary Medical
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Medicare enrollment is rising while number of workers per beneficiary is declining

Figure 1-4a. Medicare enrollment Figure 1-4b. Workers per beneficiary
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Note:  “Beneficiaries” referenced in these graphs are beneficiaries enrolled in Medicare Part A (including beneficiaries in Medicare Advantage). Part A is financed by

Medicare’s Hospital Insurance Trust Fund. The potential effects of the coronavirus pandemic are not included in these projections.

Source: 2020 annual report of the Boards of Trustees of the Medicare trust funds.

Spending per elderly beneficiary varied by age, 2017

Ages 65 o 74 $9.314
Ages /5 to 84 $13,194
Ages 85 or older $15,959
T T T T
0 5,000 10,000 15,000 20,000

Spending per elderly beneficiary

Note:  Includes beneficiaries in traditional Medicare and Medicare Advantage dwelling in the community and in institutions. Spending per beneficiary for non-elderly
enrollees (who are eligible for Medicare due to end-stage renal disease or disability) was $15,879 (not shown above).

Source: MedPAC analysis of the Medicare Current Beneficiary Survey, Cost Supplement file, 2017.
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m Increases to payroll tax or decreases in Part A spending needed

to maintain HI Trust Fund solvency for certain time periods

To maintain HI Trust Fund solvency for: Increase 2.9% payroll tax to: Or decrease Part A spending by:
25 years (2020-2044) 3.67% 17.1%

50 years (2020-2069) 3.71 17.3

75 years (2020-2094) 3.66 16.0

Note:  HI (Hospital Insurance). Hospital Insurance is also known as Medicare Part A. The potential effects of the coronavirus pandemic are not included in these
projections.

Source: MedPAC calculations based on Table I11.B8 in the 2020 annual report of the Boards of Trustees of the Medicare trust funds.

Insurance (SMI) Trust Fund. The SMI Trust Fund is not and Part D spending, the SMI Trust Fund automatically
funded through dedicated taxes like the HI Trust Fund, remains solvent. However, as Part B and Part D spending
but by premiums paid by beneficiaries and transfers rises, so do premiums and transfers from the Treasury—
from the general fund of the Treasury.® Since premiums increasing deficits, the debt, and the strain on household
and transfers are set to grow at the same rate as Part B budgets both of workers and retirees (Figure 1-7, p. 18).

The HI Trust Fund covers a declining share of total Medicare spending
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Note:  HI (Hospital Insurance). Under intermediate assumptions. Hl is also known as Medicare Part A. The rest of Medicare spending (Part B and Part D) is paid for
through the Supplementary Medical Insurance Trust Fund. The potential effects of the coronavirus pandemic are not included in these projections.

Source: 2020 annual report of the Boards of Trustees of the Medicare trust funds.




FIGURE

1-7 General revenues have overtaken Medicare payroll taxes
as the largest source of Medicare funding
7 . n
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Note:  GDP (gross domestic product]. These projections are based on the Trustees’ intermediate set of assumptions and do not reflect the potential effects of the coronavirus
pandemic. “Tax on benefits” refers to the portion of income taxes that higher income individuals pay on Social Security benefits, which is designated for Medicare.
“State transfers” (often called the Part D “clawback”) refers to payments from the states to Medicare, required by the Medicare Prescription Drug, Improvement,

and Modernization Act of 2003, for assuming primary responsibility for prescription drug spending. “Drug fees” refers to the fee imposed by the Affordable Care
Act on manufacturers and importers of brand-name prescription drugs. These fees are deposited in the Part B account of the Supplementary Medical Insurance Trust

Fund.

Source: 2020 annual report of the Boards of Trustees of the Medicare trust funds.

The large and growing share of Medicare spending funded
through general revenues is a financing challenge. In 2019,
general revenues accounted for 43 percent of Medicare
funding and, under current law, are projected to grow to 47
percent by 2029. In this context, general revenues include
both general tax revenue as well as federal borrowing.

economic output (e.g., federal investments in education,
transportation, and research and development).

The increasing expenditure of general revenues is a
looming problem because the federal government already
spends more than it collects in revenues each year. The line

As the amount of general revenues needed to finance
Medicare increases, it reduces resources available for other
priorities, including making investments that expand future

at the top of Figure 1-8 represents total federal spending as
a share of GDP; the line below spending represents total
federal revenues (all estimated before the effects of the
coronavirus pandemic). The difference between these two
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Spending on Medicare, other major health

rograms, Social Security,

and net interest is projected to exceed total federal revenues by 2038
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Note:
included in these projections.

GDP (gross domestic product), CHIP (Children’s Health Insurance Program), ACA (Affordable Care Act). The potential effects of the coronavirus pandemic are not

Source: Congressional Budget Office’s Long-Term Budget Projections (published January 2020).

lines represents the budget deficit, which must be covered
by federal borrowing. The layers below the top line in
Figure 1-8 depict federal spending by program. Assuming
no other policy or legislative interventions, spending

on Medicare, the other mandatory programs shown in

the figure, and net interest payments are projected to
reach 18.3 percent of the nation’s GDP by 2038 and, by
themselves, will exceed total federal revenues.’ In other
words, by 2038, every dollar spent on programs funded
through annual discretionary appropriations—such as

the military, the national highway system, and air traffic
control, just to name a few—would need to be financed
through federal borrowing. That date may change (likely

becoming sooner) once the impact of pandemic-related
spending and revenue declines are included.

The affordability of health care for
Medicare beneficiaries

As Medicare spending increases, it affects beneficiaries’
ability to afford health care—Dby increasing their premiums
(and to a lesser extent, their cost sharing, which many
beneficiaries are shielded from). Beneficiaries typically

do not pay premiums for Part A (hospital insurance)

MEJpAC
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Most Medicare beneficiaries had

m supplemental coverage or were

enrolled in a Medicare Advantage plan
that reduced their cost sharing, 2017

11.2%
No supplemental

21.9%

coverage

36.7%
Medicare 19.1%
managed Employer-
care sponsored

insurance

10.5%
0.5% Medicaid
Other

public sector

Note:  Beneficiaries were assigned to the supplemental coverage category they
were in for the most time in 2017; they could have had coverage in other
categories during 2017. Analysis does not include beneficiaries living
in institutions such as nursing homes. It excludes beneficiaries who were
not in both Part A and Part B throughout their enrollment in 2017 or who
had Medicare as a secondary payer. Figure represents 47.4 million
beneficiaries. Components may not sum to 100 percent due to rounding.

Source: MedPAC analysis of Medicare Current Beneficiary Survey, survey file
2017.

coverage, but the annual cost of Part B (supplementary
medical insurance) premiums is $1,735 in 2020, and the
average annual cost of Part D (drug plan) premiums is
$456 (Medicare Payment Advisory Commission 2020a).
In addition, in 2018, cost sharing for beneficiaries in
traditional Medicare averaged $415 for Part A services,
$1,513 for Part B services, and $432 for beneficiaries
with Part D coverage (although supplemental plans

can cover beneficiaries’ cost sharing). Taken together,
beneficiary spending on Medicare premiums and cost
sharing consumed 24 percent of the average Social
Security benefit in 2020, up from 14 percent in 2000

(Boards of Trustees 2020). (These percentages do not
include beneficiary spending on premiums for Medicare
supplemental insurance.) The Medicare Trustees estimate
that in another 20 years, premiums and cost sharing

will consume 31 percent of the average Social Security
benefit. (As a point of reference, Social Security benefits
account for more than 60 percent of income for seniors,
on average, and for 100 percent of income for more than a
fifth of seniors (Social Security Administration 2016).)

Medicare uses beneficiary cost sharing, in part, to deter
overuse of services. However, the effectiveness of this
mechanism for discouraging unnecessary care is blunted
by the fact that most beneficiaries have supplemental
coverage that pays some or all of their cost sharing
(Figure 1-9). Specifically, 22 percent of beneficiaries
have traditional Medicare plus supplemental insurance
that they purchase from private companies (Medigap
plans).!® About 37 percent of beneficiaries enroll in
private MA plans or some other Medicare managed care
plan.!! Another 19 percent are insured through employer-
sponsored retiree health plans that are subsidized by
Medicare. And 10.5 percent of Medicare beneficiaries
are dually enrolled in both Medicare and Medicaid due to
low income and resources. Only 11 percent of Medicare
beneficiaries are in traditional Medicare without any other
type of coverage.

Medicare spending can be divided into three program
components: traditional Medicare, Medicare Advantage
(MA), and Medicare Part D prescription drug coverage.

e  Traditional Medicare. In the traditional fee-for-
service (FFS) Medicare program, Medicare pays
health care providers directly for health care goods
and services furnished to Medicare beneficiaries at
prices set through legislation and regulation. In 2019,
about 38 million beneficiaries had coverage through
traditional Medicare, at a cost of $414 billion (Boards
of Trustees 2020).12

e MA and other types of private plans. Beneficiaries
can choose, as an alternative to traditional Medicare,
to enroll in MA, which consists of private health plans
that receive capitated payments per enrollee to provide
Part A and Part B coverage. MA plans pay health care
providers for health care goods and services furnished

20 Context for Medicare payment policy
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Annual percent change in spending per beneficiary
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Since 2016, spending per beneficiary on Medicare Advantage and
other private plans has grown faster than other Medicare components

Note:

FFS (fee-forservice), Medicare Advantage (MA). Percent change is calculated using annual spending on an incurred basis that is not risk standardized. Private
plans include Medicare Advantage plans, Medicare-Medicaid Plans, Program of All-inclusive Care for the Elderly (PACE) plans, and cost-based (as opposed to
capitated) plans. Spending per beneficiary on Medicare Advantage and other private plans is calculated by summing Part A spending on private health plans and
Part B spending on private health plans, then dividing that by the number of enrollees in private health plans. FFS Medicare spending per beneficiary is calculated
by summing (1) Part A FFS spending divided by Part A FFS enrollees and (2) Part B FFS spending divided by Part B FFS enrollees. Part D is calculated by taking
total Part D spending, subtracting premiums (mostly paid by enrollees), then dividing that by the number of enrollees in Part D.

Source: MedPAC analysis of data from the 2020 annual report of the Boards of Trustees of the Medicare trust funds.

to their enrollees at prices negotiated between the
plans and providers, using FFS payment approaches
or other payment models such as partial capitation.
MA is funded through a combination of the Hospital
Insurance (Part A) Trust Fund and the Supplementary
Medical Insurance (Part B) Trust Fund, just like
traditional Medicare. In addition to MA, there

are other types of private health plans available to
Medicare beneficiaries: Medicare—Medicaid Plans,
Program of All-Inclusive Care for the Elderly (PACE)
plans, and cost-based (as opposed to capitated) plans.
Only about 6 percent of the beneficiaries in private
plans are in non-MA plans. In 2019, Medicare spent
$271 billion on MA and other types of private plans

for about 23 million beneficiaries (Boards of Trustees
2020)."

®  Medicare Part D prescription drug coverage.
Through Part D, beneficiaries can obtain subsidized
prescription drug coverage from private insurers by
purchasing a stand-alone drug plan or by enrolling in
an MA plan that includes prescription drug coverage.
In 2019, Medicare spent $88 billion on Part D
coverage for 47 million beneficiaries (Boards of
Trustees 2020).

Growth in spending per beneficiary differs across the
three program components (Figure 1-10).'* Since
2016, spending per beneficiary (not risk standardized)
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Percent reporting fair

or poor health status

The share of Medicare eligibles reporting fair or poor
health status has changed over time, available years 1991-2017
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Note:  “Adults reporting a lot of difficulty in functional domains or cannot do at all” and “Adults reporting some difficulty in functional domains” include people 18 years

and older who report one or more of the following six functional limitations:

seeing (even if wearing glasses), hearing (even if wearing hearing aids), mobility

(walking or climbing stairs), communication (understanding or being understood by others), cognition (remembering or concentrating), and self-care (such as
washing all over or dressing). These measures of functional limitations among adults 18 years and older did not begin being reported until 2010.

Source: National Center for Health Statistics, National Health Interview Survey.

in MA and other private plans has grown faster than in
traditional FFS Medicare and Part D. From 2018 to 2019
alone, Medicare private plan spending per beneficiary
increased by 6.9 percent, compared with 4.0 percent in
FFS Medicare and 2.9 percent in Part D. The relatively
faster growth in private plan spending per beneficiary in
recent years at least partially reflects MA demographic
changes, the increasing number of MA plans receiving
higher payments due to their quality bonus status, growth
in the risk scores MA plans report for their enrollees,

and Medicare enrollment growth in areas of the country
where MA payment benchmarks are set at 115 percent
of FFS Medicare’s spending per beneficiary (Medicare
Payment Advisory Commission 2020b, Medicare Payment
Advisory Commission 2020c, Medicare Payment
Advisory Commission 2018).

Trends in Medicare beneficiaries’
morbidity and mortality

In recent decades, a declining share of Medicare eligibles
report being in poor health. Between 1991 and 2017, the
share of people ages 65 to 74 reporting fair or poor health
status declined from 26 percent to 18 percent (Figure
1-11). The share of people ages 75 and older reporting
fair or poor health status also declined, from 34 percent to
27 percent. Among adults of any age who report “some”
difficulty in functional domains (and thus may serve as a
proxy for beneficiaries who qualify for Medicare due to
disability or end-stage renal disease), the share reporting
fair or poor health status has declined modestly from
2010 to 2017 (declining from 17 percent to 15 percent).
Among adults who report “a lot” of difficulty in functional
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Table 1-3a. Leading causes of death at ages

Leading causes of death at ages 65 and older, 1980 and 2017

Table 1-3b. Leading causes of death at ages

65 and older, 1980 65 and older, 2017
Share of Share of

Cause of death deaths Cause of death deaths
1. Heart disease 44.4% 1. Heart disease 25.1%
2. Cancer 19.3 2. Cancer 20.7
3. Stroke 10.9 3. Chronic lower respiratory diseases 6.6
4. Pneumonia and influenza 3.4 4. Stroke 6.1
5. Chronic lower respiratory diseases 3.2 5. Alzheimer’s disease 5.8
6.  Atherosclerosis 2.1 6. Diabetes mellitus 2.9
7. Diabetes mellitus 1.9 7. Unintentional injuries 2.7
8. Unintentional injuries 1.9 8. Pneumonia and influenza 2.3
9. Nephritis, nephrotic syndrome, and nephrosis 1.0 9. Nephritis, nephrotic syndrome, and nephrosis 2.0
10. Chronic liver disease and cirrhosis 0.7 10. Septicemia 1.5
Note:  “Chronic lower respiratory diseases” was formerly known as “chronic obstructive pulmonary diseases.” Starting with 1999 data, the rules for selecting

“chronic lower respiratory diseases” and “pneumonia” as the underlying cause of death changed, resulting in an increase in the number of deaths for chronic
lower respiratory diseases and a decrease in the number of deaths for pneumonia. Therefore, trend data for these two causes of death should be interpreted
with caution. Also, starting with 2011 data, the rules for selecting renal failure as the underlying cause of death were changed, affecting the number of
deaths in the “nephritis, nephrotic syndrome, and nephrosis” and “diabetes mellitus” categories. The result is a decrease in the number of deaths attributed

to nephritis, nephrotic syndrome, and nephrosis, and an increase in the number of deaths attributed to diabetes mellitus. Therefore, trend data for these two

causes of death should also be interpreted with caution.

Source: Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital Statistics System. https://www.cdc.gov/nchs/hus/contents2018.htm.

domains or not being able to perform them at all, 48
percent reported fair or poor health both in 2010 and 2017.

Declines in the share of people reporting fair or poor
health occurred despite rising shares of people ages 65

and older having chronic conditions such as diabetes,
hypertension, and high cholesterol—perhaps because these
increases have coincided with increases in the share of
people who have such conditions under control (Federal
Interagency Forum on Aging-Related Statistics 2016,
National Center for Health Statistics 2015). (Comparable
information for the Medicare population under age 65 is
not readily available.)

Leading causes of death

Over the past few decades, there has been little change in
the leading causes of death in the U.S., with heart disease
and cancer remaining the first and second leading causes
of death (Table 1-3)—except in the spring and winter of
2020, when COVID-19 overtook them (Cox and Amin
2021, Hoyert 2012, National Center for Health Statistics
2018, Woolf et al. 2020a).

Some of the leading causes of death are also the most
prevalent and most expensive chronic conditions among
beneficiaries in traditional Medicare (Table 1-4, p.
24)—for example, heart disease (which can lead to heart
failure).

Disparities among Medicare beneficiaries

Race and ethnicity are associated with variations in life
expectancy. Among individuals who live to age 65, Black
individuals can expect to live an additional 18 years, while
White individuals can expect an additional 19 years, and
Hispanic individuals can expect another 21 years (Table
1-5, p. 25).

Race and ethnicity are also associated with differences
in access to care. In the Commission’s 2020 telephone
survey, smaller shares of Black beneficiaries reported
looking for a new specialist in the past year (9 percent)
compared with White beneficiaries (15 percent), and
markedly higher shares of Black beneficiaries reported
experiencing “a small problem” finding a new specialist
compared with White beneficiaries (22 percent vs.
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TABLE
1-4

Chronic condition

The most prevalent and costly chronic conditions in traditional FFS Medicare, 2018

Prevalence among
beneficiaries in
traditional Medicare

Spendmg ﬁer benefncmry
for those with
the specified condition

Five chronic conditions most prevalent among
beneficiaries in traditional Medicare:
Hypertension
Hyperlipidemia
Rheumatoid arthritis / osteoarthritis
Diabetes
Ischemic heart disease

Five chronic conditions with highest spending per
beneficiary in traditional Medicare:

Stroke / transient ischemic attack

Heart failure

Hepatitis (chronic viral B and C)

Chronic obstructive pulmonary disease

Atrial fibrillation

58.8% $15,514
49.1 14,970
34.7 16,890
27.7 17,380
27.7 21,138

3.9 34,627
14.5 30,940
N/A 28,015
11.9 27,255

8.7 27,124

Note:

FFS (fee-forservice), N/A (not available). Beneficiaries may be counted in more than one chronic condition category. The information should not be used to

attribute utilization or payments strictly to the specific condition selected because beneficiaries with any of the specific conditions presented could have other health
conditions that contribute to their Medicare utilization and spending amounts. Spending per beneficiary is actual spending, as opposed to standardized spending.

Source: Centers for Medicare & Medicaid Services’ Chronic Condition Data Warehouse. https://www?2.ccwdata.org/documents/ 10280/ 19096644 /ccw-website-table-
b2a.pdf; https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/Chronic-Conditions/CC_Main.

8 percent). Among those beneficiaries seeking an
appointment for routine care, higher shares of Hispanic
beneficiaries reported waiting longer than they wanted

to get such appointments (35 percent) compared with
White beneficiaries (27 percent). Similarly, among those
beneficiaries seeking an appointment for an illness or
injury, 24 percent of Hispanic beneficiaries reported
waiting longer than they wanted for such appointments,
compared to only 18 percent of White beneficiaries.
Given these trends, it is perhaps not surprising that lower
shares of Hispanic beneficiaries reported being satisfied
with their health care, compared with White beneficiaries
(83 percent vs. 89 percent). All of these trends were also
observed among privately insured individuals age 50 to 64,
who were also included in this survey.

Differences by race and ethnicity in the level of care
coordination have also been found. One study found that

fewer non-White beneficiaries reported that their doctor
helped manage their care and had up-to-date information
on care they had received from specialists compared with
White beneficiaries. The study also found that higher shares
of non-White beneficiaries reported difficulty getting timely
follow-up on test results (Martino et al. 2016).

Alternative payment models incentivize
clinicians to deliver care more efficiently
One way traditional FES Medicare has attempted to slow
the growth in its spending is through alternative payment
models (APMs). APMs are intended to give providers
financial incentives to deliver care efficiently, to counteract
FFS payment systems’ incentives to maximize the volume
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Years of life expectancy at age 65, by race/ethnicity and sex, 2008 to 2017

Change Change
2008-2017 2016-2017
2008 2016 2017 (in years) (in years)
All races and ethnicities, both sexes 18.8 19.4 19.4 0.6 0
White, not Hispanic, both sexes 18.8 19.4 19.3 0.5 -0.1
Black, not Hispanic, both sexes 17.4 18.1 18.1 0.7 0
Hispanic, both sexes 20.4 21.5 21.4 1.0 -0.1
All races and ethnicities, female 20.0 20.6 20.6 0.6 0
White, not Hispanic, female 20.0 20.5 20.5 0.5 0
Black, not Hispanic, female 18.8 19.5 19.5 0.7 0
Hispanic, female 21.6 22.7 22.7 1.1 0
All races and ethnicities, male 17.4 18.1 18.1 0.7 0
White, not Hispanic, male 17.4 18.0 18.0 0.6 0
Black, not Hispanic, male 154 16.2 16.2 0.8 0
Hispanic, male 18.7 19.8 19.7 1.0 -0.1

Source: Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital Statistics System.

of services provided. APMs are often layered on top of
traditional Medicare’s FFS payment systems and are
intended to give participating providers incentives to avoid
low-value services, select more efficient sites of care, and
possibly invest in closer management and coordination of
their Medicare beneficiaries’ care to reduce their need for
costly types of services (e.g., hospital care). Other payers
besides FFS Medicare are also experimenting with APMs
to pay the providers in their networks.

The most prominent types of APMs are population-based
payment models (e.g., accountable care organizations),
episode-based payment models, and advanced primary
care models. In population-based payment models and
episode-based payment models, CMS offers participating
providers bonuses (and in some models, collects financial
penalties) based on the degree to which providers can keep
beneficiaries’ spending below a target while maintaining
care quality. Advanced primary care models typically offer
primary care providers supplemental monthly payments
per beneficiary to expand the breadth and depth of services
they offer and pay bonuses based on performance on
quality measures (e.g., beneficiaries’ rates of hospital
utilization).

Most APMs are piloted in different parts of the country
for three to six years at a time. Models are evaluated by
researchers, and CMS uses findings from these evaluations
to develop successor APMs that build on lessons learned.
CMS is allowed to make permanent any APMs that

save Medicare money while maintaining quality or that
improve quality without increasing spending. Evidence
analyzing the impact of APMs is still emerging, and
APM impacts, even when positive, have been modest.
Some types of APMs (population-based models and
episode-based payment models for some conditions) have
performed better than others. Despite modest effects to
date, the Commission believes APMs hold great promise
and is currently exploring potential improvements to
APMs that could increase their success rate.

The Commission’s recommendations for
restraining Medicare spending growth
Several aspects of Medicare’s payment systems hamper
the program’s ability to maximize efficiencies. The
Commission highlights some of Medicare’s key payment
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policy challenges and recommends ways to address them MEDICARE CHALLENGE: Medicare undervalues
below. primary care and overvalues specialty care. In

the process of setting rates for thousands of physician

fee schedule services, certain services are undervalued
relative to others, which creates financial incentives to
provide some services more than others. For example, the
Commission has long raised concerns that the fee schedule
overpays for services provided by clinicians in procedural
specialties and underpays for services provided by
clinicians in primary care specialties (Medicare Payment
Advisory Commission 2011). This imbalance leads to
significantly higher incomes for clinicians in procedural
specialties relative to those in primary care specialties,

. COMMISSION RECOMMENDATIONS: Make which contributes to a corresponding imbalance in the
payments site neutral. The Commission supports clinician supply. Starting in 2021, fee schedule payment
equalizing payments when the same services are rates will rise for evaluation and management office and

delivered in different care settings. In this regard, the outpatient visits (commonly provided by primary care
Commission has made these recommendations: clinicians), which will begin to address this imbalance.
However, more can be done to improve the accuracy of the

®  March 2012 and March 2014—Medicare fee schedule and further rebalance the fee schedule toward
should reduce or eliminate differences between primary care.
hospital outpatient departments (HOPDs) and
physician offices in payment rates for evaluation
and management office visits and selected other
services. (This recommendation was partially
implemented: The Congress required CMS to
reduce payment rates for HOPD services provided
at oft-campus HOPDs that began billing Medicare
on or after November 2, 2015.)

MEDICARE CHALLENGE: Medicare pays higher prices
in some care settings than in others—for the same
service. Because of the different payment systems used
for different care settings, Medicare in some cases has
different payment rates for the same or similar services.
Under these circumstances, providers have an incentive

to shift care to the more profitable setting, which leads

to increased program spending and higher beneficiary

cost sharing, often without any corresponding increase in
quality.

+  COMMISSION RECOMMENDATIONS: Improve
the accuracy of payments and increase
payments to primary care providers. In
this regard, the Commission has made these
recommendations:

®  October 2011—Regularly collect data from a
cohort of efficient practices to establish more
e  March 2014—Medicare should set long-term accurate relative value units (RVUs) for physician
fee schedule services. Use this information to
identify overpriced services and reduce their
RVUs. The Congress should also specify an
annual numeric goal for RVU reductions. (This
recommendation was partially implemented: The
Congress specified an annual numeric target for

care hospital base payment rates for non—
chronically critically ill cases equal to those of
acute care hospitals and redistribute the savings
to create additional inpatient outlier payments
for chronically critically ill cases treated in
inpatient prospective payment system hospitals. ) ) ’
(In 2013, the Congress directed CMS to pay the red.uctlons‘to the RVUs of overpriced services,
standard long-term care hospital payment rate which expired at the end of 2018.)

for certain beneficiaries and lower payments for
beneficiaries with lower severity illnesses; this
policy was phased in starting in 2016 and will be
fully in effect after the coronavirus public health
emergency ends.)

®  March 2015—Establish a prospective payment
per beneficiary for primary care practitioners,
funded by reducing fees for non—primary care
services in the fee schedule.

MEDICARE CHALLENGE: Providers have financial
incentives to selectively treat some patients over
others and furnish certain types of services,
regardless of clinical value. Another consequence
of Medicare’s payment structure is its vulnerability to
providers admitting patients with certain care needs

®  March 2015—Medicare should eliminate the
differences in payment rates between inpatient
rehabilitation facilities and skilled nursing
facilities for selected conditions.
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because they are more profitable to treat than others. For
example, until the skilled nursing facility and home health
agency payment systems were revised, it was financially
advantageous for providers to admit patients with
rehabilitation care needs (and to furnish more, rather than
less, therapy) and avoid medically complex patients.

«  COMMISSION RECOMMENDATIONS: Reduce
incentives to treat certain types of patients and
to furnish certain types of services. In this regard,
the Commission has made these recommendations:

®  March 2008 (and subsequent years)—Revise the
prospective payment system for skilled nursing
facilities to reduce incentives to treat rehabilitation
patients over medically complex patients. (This
recommendation has been implemented.)

®  March 2011 (and subsequent years)—Revise
the prospective payment system for home
health agencies to eliminate the use of the
number of therapy visits as a factor in payment
determination. (This recommendation has been
implemented.)

®  March 2016—Expand the inpatient rehabilitation
facility outlier pool to redistribute payments more
equitably, to ease the financial burden for facilities
that have a relatively high share of costly cases.

e June 2016—Implement a unified prospective
payment system for post-acute care (in place
of the separate payment systems for skilled
nursing facilities, home health agencies, inpatient
rehabilitation facilities, and long-term care
hospitals) that would base payments on patient
characteristics, not the setting of care or the
amount of therapy furnished to patients.

MEDICARE CHALLENGE: Spending on drugs is
growing rapidly. Hospitals that participate in the 340B
Drug Pricing Program qualify for deeply discounted prices
from drug manufacturers, while historically, Medicare
payments for Part B drugs have substantially exceeded
340B hospitals’ drug acquisition costs. The Commission
is also concerned about the overall price Medicare Part
B pays for drugs that are administered by infusion or
injection in physicians’ offices and hospital outpatient
departments and the lack of price competition among
drugs with similar health effects. In addition, over time,
changes to Medicare Part D’s benefit design combined

with trends in prescription drug pricing and spending have
eroded plan sponsors’ incentives to control costs.

+  COMMISSION RECOMMENDATIONS: Strengthen
Medicare’s payment systems to address
rising drug prices and costs. In this regard, the
Commission has made these recommendations:

®  March 2016—Medicare should reduce payment
rates for 340B hospitals’ separately payable
340B drugs by 10 percent of the average sales
price (ASP) and direct these program savings to
hospitals with high uncompensated care costs.
(In 2018, CMS reduced payment rates for some
Part B drugs furnished by 340B hospitals.)

e June 2017—Medicare should improve Part B
drug payment in the short term by spurring
competition, protecting Medicare beneficiaries
and taxpayers from substantial price increases
over time for individual drug products, and
improving the accuracy of CMS’s drug prices.
Specifically, the Commission recommended that
CMS:

*  Require manufacturers of Part B drugs to
report ASP data and impose civil monetary
penalties for failure to report. (Noting the
Commission’s concerns about manufacturers
not reporting ASP data for Part B drugs, as
of 2020, CMS conditioned the payment of a
transitional drug add-on payment under the
Part B end-stage renal disease prospective
payment system on the availability of ASP
data for the drug in question.)

* Implement an ASP inflation rebate as
protection against the potential for rapid price
increases by manufacturers.

»  Use consolidated billing codes to pay for
Part B products with a reference biologic
and its associated biosimilars to spur price
competition.

®  June 2017—Medicare should improve Part B
drug payment in the long term by creating a
voluntary market-based alternative to the current
average sales price payment system: the Part B
Drug Value Program (DVP). The DVP’s intent
is to obtain lower prices for Part B drugs by
permitting private vendors to negotiate prices
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with manufacturers and by improving incentives
for provider efficiency through shared savings
opportunities. Specifically, the Commission
recommended that:

*  Medicare contract with a small number of
private vendors to negotiate prices for Part B
drugs and biologicals.

*  Vendors use tools including a formulary and,
for products meeting selected criteria, binding
arbitration.

*  Providers purchase all DVP products at
the price negotiated by their selected DVP
vendor.

*  Medicare pay providers the DVP-negotiated
price and pay vendors an administrative fee,
with opportunities for shared savings.

e  Medicare payments under the DVP not
exceed 100 percent of average sales price.

e  June 2020—Medicare should restructure Part D’s
benefit and its subsidies to restore the role of
risk-based, capitated payments and improve
pricing incentives faced by biopharmaceutical
manufacturers. Specifically, the Commission
recommended changes that would create a
standard benefit for all enrollees, with plans
responsible for substantially more insurance risk
than they bear today. Instead of the coverage-
gap discount, manufacturers would become
responsible for at least 30 percent of catastrophic
spending.

MEDICARE CHALLENGE: Medicare is required

to pay providers’ claims, regardless of clinical
appropriateness. In traditional Medicare, providers
can augment their revenue by increasing the volume of
services they provide. The program’s lack of utilization
management can lead to overuse of services because
the program pays claims for care that is “reasonable
and necessary” even if that care might be considered
inappropriate for a given patient. Under traditional
Medicare’s statute, the program generally covers
services delivered by any provider who is willing to
meet Medicare’s participation requirements. As a result,
traditional Medicare does not have the authority to develop
provider networks or to credential providers—tools that

private payers (including MA plans) can use to reduce the
potential for overutilization as well as fraud and abuse. In
some cases, the traditional Medicare program even has
difficulty removing providers or suppliers whose claims
histories clearly demonstrate aberrant patterns of billing,
care, or both.

- COMMISSION RECOMMENDATIONS: Scrutinize
claims more closely. In this regard, the Commission
has made these recommendations:

®  March 2010—Review home health agencies that
exhibit unusual billing patterns and implement
new safeguards—such as a moratorium on new
providers, prior authorization, and suspension
of prompt payment requirements—in areas that
appear to be high risk.

® June 2011—Establish a prior authorization
program for practitioners who order a
substantially greater number of advanced imaging
services than their peers.

e June 2013—Develop national guidelines for
physical, occupational, and speech therapy
services and implement payment edits based on
these guidelines to target implausible amounts
of therapy. Also use existing authorities to target
high-use geographic areas and aberrant providers.

e June 2013—Promulgate national guidelines
to more precisely define medical necessity
requirements for ground ambulance transports and
develop national edits for claims processors based
on those guidelines. Identify geographic areas and
ambulance suppliers and providers that display
aberrant patterns of use and address clinically
inappropriate use of ground transports that are
nonemergency and require only basic life support.

e  March 2016—Conduct focused medical record
review of inpatient rehabilitation facilities that
have unusual patterns of case mix and coding.

e June 2019—Develop and implement national
guidelines for coding hospital emergency
department visits, instead of allowing hospitals
to use their own internal guidelines, which would
give CMS a firmer foundation for assessing and
auditing hospitals’ coding behavior.
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MEDICARE CHALLENGE: Medicare coverage interacts
with beneficiaries’ other coverage, sometimes
resulting in fragmented care. While Medicare is

the single largest payer in the health care sector, the
policy signals from multiple payers can interact in ways
that sometimes result in unintended consequences. For
example, if a dual-eligible nursing home resident is
hospitalized for three days, he or she would potentially
qualify for a Medicare-covered skilled nursing facility
stay, shifting responsibility from the Medicaid program to
the Medicare program. Other care for beneficiaries who
are dually eligible for Medicare and Medicaid can also be
fragmented.

«  COMMISSION RECOMMENDATIONS: Encourage
better integration with Medicaid. In this regard,
the Commission has made this recommendation:

®  March 2013—Require MA dual-eligible special
needs plans to assume clinical and financial
responsibility for Medicare and Medicaid benefits.

MEDICARE CHALLENGE: Medicare’s benefit package
does not protect against high out-of-pocket

(OOP) costs, and many beneficiaries have limited
incentives to use care efficiently. Beneficiaries

face differential cost sharing by service (for example,
coinsurance for physician services is 20 percent, while
home health has no coinsurance). In addition, the cost-
sharing amounts, percentages, and deductibles vary by
setting, and some services are not covered (for example,
Medicare does not generally cover long-term care).
Traditional Medicare lacks a cap on OOP costs (a feature
that exists in MA plans and nearly all private insurance
policies). In response, many beneficiaries purchase
supplemental coverage that includes an OOP maximum.
Most supplemental policies also substantially reduce or
eliminate most of the beneficiary liability for coinsurance
and deductibles, thereby blunting the effect of cost
sharing. As a result, there is little incentive for many
beneficiaries to be cost conscious—that is, to select only
those services that are necessary and to choose providers
who practice efficiently (Medicare Payment Advisory
Commission 2012). Separately, Part D also lacks an OOP
maximum on cost sharing.

+  COMMISSION RECOMMENDATIONS: Modify
beneficiary cost sharing to incentivize high-
value care. In this regard, the Commission has made
these recommendations:

e June 2012—Replace the current Part A and Part B
benefit design in traditional Medicare with one
that would include an OOP maximum, deductibles
for Part A and Part B services, and copayments
that could vary by type of service and provider
or be eliminated for high-value services. The
Commission also recommended discouraging the
purchase of Medigap plans through an additional
charge on supplemental insurance.

e June 2020—Modify the structure of the Part D
benefit to include an annual OOP maximum.

®  March 2012, June 2016, June 2020—Modify
the Part D low-income subsidy copayments to
encourage the use of generic drugs, preferred
multisource drugs, and biosimilars.

MEDICARE CHALLENGE: MA data limitations prevent
study of utilization and program effectiveness.
Having complete, detailed encounter data for Medicare
beneficiaries enrolled in MA plans could inform
improvements to MA payment policy, provide a useful
comparator with the traditional Medicare program, and
generate new policy ideas that could be applied more
broadly to the Medicare program. However, given the

data errors and omissions that the Commission found in a
recent analysis, we cannot use MA encounter data for such
purposes at present.

«  COMMISSION RECOMMENDATIONS: Collect
more complete and accurate MA data.
In this regard, the Commission has made this
recommendation:

e June 2019—Give robust feedback to MA plans
on the completeness and accuracy of their
encounter data; withhold some payments from
MA plans and allow plans to earn back those
payments if their encounter data meet thresholds
for completeness and accuracy; and, if necessary,
require providers to submit MA encounter data
to Medicare administrative contractors as a
means of ensuring more accurate encounter data
submissions.

MEDICARE CHALLENGE: Traditional Medicare lacks
strong incentives to improve population-based
outcomes and the coordination of care. Some key
challenges for the traditional Medicare program are

that providers are usually paid more for providing more

MECIpAC
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services and lack strong incentives to improve population-
based outcomes or the coordination of their patients’ care.

COMMISSION RECOMMENDATIONS: Incentivize
improving population-based outcomes. The
Commission has recommended holding providers
accountable for hospital readmissions, which could
in turn incentivize stronger coordination of care, and
has recommended new payments to encourage care
coordination. In this regard, the Commission has made
these recommendations:

e June 2008—Reduce payments to hospitals
with relatively high readmission rates for select
conditions and allow gainsharing between
hospitals and physicians.

®  March 2012—Reduce payments to skilled
nursing facilities with relatively high rates of
rehospitalization.

e  March 2014—Reduce payments to home health
agencies with relatively high rates of hospital
readmission.

®  March 2015—Establish a prospective payment
per beneficiary for primary care practitioners,
funded by reducing fees for non—primary care
services in the fee schedule.

The Commission has also recommended adopting
value-based payment programs based on meaningful
measures. In this regard, the Commission has made these
recommendations:

®  March 2012—Implement a value-based
purchasing program for ambulatory surgical
center services.

®  March 2018—Eliminate the current Merit-
based Incentive Payment System for clinicians
in traditional Medicare and replace it with a new
voluntary value program in which clinicians in
voluntary groups can qualify for a value payment
based on their group’s performance on a set of
population-based measures.

®  March 2019—Replace Medicare’s current
hospital quality programs with a new hospital
value incentive program that:

* includes a small set of population-based
outcome, patient experience, and value
measures;

* scores all hospitals based on the same
absolute and prospectively set performance
targets; and

» accounts for differences in patients’ social risk
factors by distributing payment adjustments
through peer grouping.

Beyond these recommended changes to Medicare’s
payment systems, the Commission also seeks to influence
payment rates in each of Medicare’s payment systems
through the annual recommendations we include in our
March reports. These recommendations are based on

our review of the latest available data and are aimed at
obtaining good value for the program’s expenditures—
which means maintaining beneficiaries’ access to
high-quality services while encouraging efficient use of
resources. W
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Endnotes

To put these numbers into some perspective, the over-65 age
category accounted for 75 percent of total deaths in the first
week of February 2020, which had no reported COVID-19
deaths (National Center for Health Statistics 2020).

The Kaiser Family Foundation’s analysis of long-term care
and assisted living facilities includes nursing facilities,
assisted living facilities, adult care centers, intermediate care
facilities, and/or other long-term care facilities.

The HI Trust Fund’s income derives from several sources,
including payroll taxes, taxation of Social Security benefits (7
percent of the Trust Fund’s income in 2019), interest earned
on Trust Fund investments (3 percent in 2019), and premiums
collected from voluntary participants (1 percent in 2019). The
Supplemental Medical Insurance Trust Fund is discussed later
in this section of the chapter.

Baby boomers are people born between the years 1946 and
1964.

The most concentrated markets have a Herfindahl-Hirschman
Index above 5,000, meaning in a market with two systems,
one of the systems has more than a 50 percent market share;
these have been referred to as “super-concentrated”” markets
(Fulton et al. 2018).

Workers and their employers split the cost of the payroll tax
(workers pay 1.45 percent and employers pay the remaining
1.45 percent). Meanwhile, self-employed people pay both
the worker’s and the employer’s share of this tax, totaling 2.9
percent of their net earnings. High-income workers pay an
additional 0.9 percent of their earnings above $200,000 for
single workers or $250,000 for married couples filing joint
income tax returns.

The Congressional Budget Office provides a range of the
expected change in Medicare spending for each of the
Commission’s recommendations separately, without taking
into account interactions between the recommendations and
without formal legislative language.

8

10

11

12

13

14

For Part B, the beneficiary premium equals 25 percent of
projected program spending. For Part D, the beneficiary
premium share is based on 25.5 percent of the average cost of
the basic benefit.

Other major health programs include Medicaid, the Children’s
Health Insurance Program, and federal subsidies for the
federal and state exchanges created under the Affordable Care
Act. These programs are considered “mandatory” programs;
their spending levels are determined by the number of people
entitled by law to enroll in such programs and are not subject
to the spending limits that apply to “discretionary” programs
funded through the annual appropriations process.

Some Medigap plans nearly eliminate cost sharing and any
disincentive to overuse services, while others maintain higher
levels of cost sharing.

Medicare managed care includes Medicare Advantage, health
care prepayment, and cost plans.

The Trustees’ estimates of spending in the traditional
Medicare program include, but do not break out, spending
on accountable care organizations, which have grown to
represent a significant share of program spending.

The amount of spending on MA in 2019 that we identify in
this chapter slightly differs from the amount reported in the
MA chapter of the Commission’s March 2020 report. Our
March 2020 MA chapter presents a preliminary estimate from
CBO, whereas this chapter presents a subsequent estimate
released by the Medicare Trustees.

Spending per beneficiary on MA and other private plans is
calculated by summing Part A spending on private health
plans and Part B spending on private health plans, then
dividing that by the number of enrollees in private health
plans. FES Medicare spending per beneficiary is calculated
by summing (1) Part A FFS spending divided by Part A FFS
enrollees and (2) Part B FFS spending divided by Part B FFS
enrollees. Part D is calculated by taking total Part D spending,
subtracting premiums (mostly paid by enrollees), then
dividing that by the number of enrollees in Part D.
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Chapter summary

As required by law, the Commission annually makes payment update
recommendations for providers paid under Medicare’s traditional fee-for-
service (FFS) payment systems. An update is the amount (usually expressed
as a percentage change) by which the base payment for all providers in a
payment system is changed relative to the prior year. To determine an update,
we first assess the adequacy of Medicare payments for providers in the
current year (2021) by considering beneficiaries’ access to care, the quality
of care, providers’ access to capital, and how Medicare payments compare
with providers’ costs. As part of that process, we examine whether payments
will support the efficient delivery of services, consistent with our statutory
mandate. Next, we assess how those providers’ costs are likely to change in
the year the update will take effect (the policy year; here, 2022). Finally, we

make a judgment about what, if any, update is needed for the policy year in

question. (The Commission also assesses Medicare payment systems for Part

C (Medicare Advantage) and Part D (outpatient prescription drug coverage) in

this report and makes recommendations as appropriate. But because they are

not FFS payment systems, they are not discussed in this chapter.)

To the extent that events create temporary shocks to the Medicare component
of providers’ finances, they are best addressed through targeted temporary

funding policies rather than a permanent change to all providers’ Medicare
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payment rates. Because updates are cumulative—that is, they compound each
year—they are not the preferred policy response to abrupt but temporary changes in

demand for health care or resulting health care spending.

The coronavirus pandemic had tragic effects on beneficiaries’ health in 2020 and
changed the demand for and delivery of health care. In turn, there were material
effects on providers’ patient volume, revenues, and costs. Moreover, these effects
have varied and continue to vary widely across different geographies, across
different types of providers, and among individual providers. Although the effects
are persisting in 2021, the Commission expects much of the pandemic’s impact on

health care will be temporary.

Providers’ financial status and the pattern of Medicare spending in 2020 have
varied substantially from historical patterns. In particular, in the spring of 2020,
many sectors of the health care system experienced large reductions in demand
for services, resulting in financial distress for some providers. In response, the
Congress and CMS extended federal grants to providers and temporarily altered
certain Medicare payment policies. At least in part, those actions offset the short-
term financial effects of the coronavirus public health emergency (PHE) for many
providers. Some providers eventually returned funds to the federal government
because their finances recovered faster than expected. Those temporary actions,
even if not precisely targeted, were appropriate to a transient problem. Additional

temporary relief may be necessary for some providers as the PHE continues.

To fulfill our congressional mandate in regard to payment system updates, we must
confine our focus to effects that we expect will impact payment adequacy in the
given policy year. As noted above, to the extent the pandemic effects are temporary
or vary significantly across individual providers, they are best addressed through
targeted temporary funding policies. Nonetheless, if there are changes during the
PHE that have effects on providers’ cost structures that we expect will persist into
2022 (the policy year for our recommendations), those changes are noted in each
sector’s payment adequacy discussion and factor into our estimates of payment
adequacy. We will monitor the impacts of COVID-19 over time and any lasting
effects will be considered as we evaluate the adequacy of Medicare payments in

future years.

This year, we consider recommendations in nine FES sectors: acute care hospitals,
physicians and other health professional services, ambulatory surgical centers,
outpatient dialysis facilities, skilled nursing facilities, home health agencies,

inpatient rehabilitation facilities, long-term care hospitals, and hospices. The
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Commission looks at all available indicators of payment adequacy and reevaluates
any assumptions from prior years, using the most recent data available to make sure
its recommendations accurately reflect current conditions. We use the best available
data and changes in payment policy to project margins for 2021 and make payment
recommendations for 2022, accounting for anticipated changes in providers’ costs
between 2021 and 2022. Because of standard data lags, the most recent complete
data we have are generally from 2019. The coronavirus PHE has created additional
data lags, most notably for cost reports because the deadlines for their submission
were extended. These data lags have affected some health care sectors more than
others. Where possible, we have bolstered our data analyses with data from 2020,
including interim claims data, information on facility closures, and beneficiary

survey data.

In considering updates to payment rates, we may also recommend changes that
redistribute payments within a payment system to correct any biases that may make
treating patients with certain conditions financially undesirable, make particular
procedures unusually profitable, or otherwise result in inequity among providers.
We may also make recommendations to improve program integrity where we deem
it necessary. Our goal is to apply consistent criteria across settings, but because
conditions at baseline and anticipated changes between baseline and the policy year

may vary, the recommended updates may vary across sectors.

The Commission also examines payment rates for services that can be provided in
multiple settings. Medicare often pays different amounts for similar services across
settings. Basing the payment on the rate in the most efficient setting would in many
cases save money for Medicare, reduce cost sharing for beneficiaries, and reduce
the financial incentive to provide services in the higher paid setting. However,
putting into practice the principle of paying the same rate for the same service
across settings can be complex because it requires that the definition of the services

and the characteristics of the beneficiaries be sufficiently similar across settings.

Our recommendations in this report, if adopted, could significantly change the
revenues providers receive from Medicare. Payment rates set to cover the costs

of relatively efficient providers help induce all providers to control their costs.
Furthermore, Medicare rates also have broader implications for health care
spending because they are used in setting payments for other government programs,
states, and private health insurance. For example, most Medicare Advantage plans
pay hospitals using rates that are comparable with, or based on, Medicare FFS rates
(Berenson et al. 2015, Maeda and Nelson 2017); the Department of Veterans Affairs
(VA) has been setting payment rates not to exceed FFS rates for most care provided

in non-VA settings (Department of Veterans Affairs 2019); the Medicaid program
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uses Medicare rates when setting maximum supplemental “upper payment limit”
Medicaid FFS payments to hospitals (Medicaid and CHIP Payment and Access
Commission 2019, Medicaid and CHIP Payment and Access Commission 2016);
and most recently, Montana’s state employee health plan fixed its inpatient and
outpatient hospital payment rates to 234 percent of Medicare (Appleby 2018), and
Washington limits rates to 160 percent of Medicare for insurers in its new “public
option,” which started in January 2021 (KIiff 2019).! Thus, while maintaining fiscal
pressure on health care providers through payment-rate updates directly benefits the

Medicare program, it can also help control health care spending across payers. B
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The goal of Medicare payment policy should be to obtain
good value for the program’s expenditures, which means
maintaining beneficiaries’ access to high-quality services
while encouraging efficient use of resources. Anything
less does not serve the interests of the taxpayers and
beneficiaries who finance Medicare through their taxes
and premiums. Steps toward this goal involve:

* setting the base payment rate (i.e., the payment for
services of average complexity) at the right level;

* developing payment adjustments that accurately
reflect market, service, and patient cost differences
beyond providers’ control;

e adjusting payments to encourage high-quality care;
and

* considering the need for annual payment updates and
other policy changes.

To help determine the appropriate base payment rate for a
given payment system in 2022, we first consider whether
payments are adequate for relatively efficient providers in
2021. To inform the Commission’s judgment, we examine
the most recent available data on beneficiaries’ access to
care, the quality of care, and providers’ access to capital,
as well as projected Medicare payments and providers’
costs for 2021. We then consider how providers’ costs are
likely to change in 2022. Taking these factors into account,
we recommend how Medicare payments for the sector in
aggregate should change for 2022.

Within any given level of funding for a sector, we may also
consider changes in payment policy to improve relative
payment accuracy across patients and procedures. Such
changes are intended to improve equity among providers
or access to care for beneficiaries and may also affect the
distribution of payments among providers in a sector. For
example, in 2018, the Commission recommended that
CMS use a blend of the setting-specific relative weights
and the unified post-acute care (PAC) prospective payment
system (PPS) relative weights for each of the four PAC
settings to redistribute payments within each setting
toward medically complex patients (Medicare Payment
Advisory Commission 2018b).

We also make recommendations to improve program
integrity when needed. In some cases, our data analysis

reveals problematic variation in service utilization across
geographic regions or providers. For example, in 2016,

we recommended the Secretary closely examine the
coding practices of certain inpatient rehabilitation facilities
that appeared to result in very high Medicare margins
(Medicare Payment Advisory Commission 2016b).

We compare our recommendations for updates and

other policy changes for 2022 with the base payment

rates specified in law to understand the implications for
beneficiaries, providers, and the Medicare program. As has
been the Commission’s policy in the past, we consider our
recommendations each year in light of the most current
data and, in general, recommend updates for a single year.

Are Medicare payments adequate in
2021?

The first part of the Commission’s approach to developing
payment updates is to assess the adequacy of current
Medicare payments. For each sector, we make a judgment
by examining information on the following: beneficiaries’
access to care, quality of care, providers’ access to capital,
and Medicare payments and providers’ costs for 2021.

Some measures focus on beneficiaries (e.g., access to
care) and some focus on providers (e.g., the relationship
between payments and providers’ costs). The direct
relevance, availability, and quality of each type of
information vary among sectors, and no single measure
provides all the information needed for the Commission
to judge payment adequacy. For example, to inform our
assessment of payments for physicians and other health
professionals, we conduct a survey of beneficiary access.
Ultimately, the Commission makes its recommendations
considering as many of these factors as are available.
Figure 2-1 (p. 42) shows our payment adequacy
framework and an example of the kind of factors used
(when they are available) for a sector.

Beneficiaries’ access to care

Access to care is an important indicator of the willingness
of providers to serve Medicare beneficiaries and the
adequacy of Medicare payments. For example, poor
access could indicate that Medicare payments are too

low. However, factors unrelated to Medicare’s payment
policies may also affect access to care. These factors
include coverage policies, changes in the delivery of health
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Payment adequacy framework
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Quality of care
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Note:

Marginal profit = (Medicare payment — (total Medicare cost - fixed building and equipment cost)) / Medicare payment

Medicare margin = (Medicare payments — Medicare allowable costs) / Medicare payments

Source: MedPAC.

care services, beneficiaries’ preferences, local market
conditions, supplemental insurance, and other external
factors. In March and April of 2020, for example, access
was profoundly influenced by the coronavirus pandemic.
Many elective procedures were delayed or canceled, and
many beneficiaries chose not to visit providers’ offices
and health care facilities because of the risk of contracting
COVID-19 (Czeisler et al. 2020).

The measures we use to assess beneficiaries’ access

to care depend on the availability and relevance of
information in each sector. We use results from several
surveys to assess the willingness of physicians and

other health professionals to serve beneficiaries and
beneficiaries’ opinions about their access to physician
and other health professional services. For home health
services, we examine data on whether communities are
served by providers. To the extent that access continues to
be affected by the pandemic, we will take that factor into
account as well.

Access: Capacity and supply of providers

Rapid growth in the capacity of providers to furnish
care may increase beneficiaries’ access and indicate that

payments are more than adequate to cover providers’
costs. Changes in technology and practice patterns may
also affect providers’ capacity. For example, as a surgical
procedure becomes less invasive, it might be more
frequently performed in outpatient settings, freeing up
some inpatient hospital capacity. Likewise, as the prices of
certain pieces of equipment fall, they can be more easily
purchased by providers, increasing the capacity to provide
certain services.

Rapid entry of providers into a sector, particularly by
for-profit entities, may suggest that Medicare’s payments
are more than adequate and could raise concerns about
the value of the services being furnished. However, if
Medicare is not the dominant payer for a given provider
type (such as ambulatory surgical centers), changes in
the number of providers may be influenced more by
other payers and their demand for services and thus may
be difficult to relate to Medicare payments. When the
number of providers declines due to closure of facilities,
we try to distinguish between closures that have serious
implications for access to care and those that may have
resulted from excess capacity. For example, in 2016,
Medicare’s payment rates for certain cases in long-term
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care hospitals (LTCHs) decreased significantly, and since
the dual payment-rate system began, 78 LTCHs have
closed, representing over 15 percent of facilities and beds.
However, the closures occurred primarily in market areas
with multiple LTCHs. We note that a temporary reduction
in capacity resulting from the pandemic is not an indicator
of inadequate Medicare payment rates. However, any
permanent changes in capacity may have implications for
beneficiary access going forward.

Access: Volume of services

The volume of services furnished by health care providers
can be an indirect indicator of beneficiary access to
services. An increase in volume shows that beneficiaries
are receiving more services and suggests sufficient access
in aggregate, although it does not necessarily demonstrate
that the services are necessary or appropriate. Volume

is also an indicator of payment adequacy; an increase in
volume beyond what would be expected relative to the
increase in the number of beneficiaries could suggest

that Medicare’s payment rates are too high. Very rapid
increases in the volume of a service might even raise
questions about program integrity or whether the definition
of the corresponding benefit is too vague. By contrast,
reductions in the volume of services can sometimes be

a signal that revenues are inadequate for providers to
continue operating or to provide the same level of service.
Finally, rapid changes in volume between sectors whose
services can be substituted for one another may suggest
distortions in payment and raise questions about provider
equity. For example, over the last several years, the
volume of evaluation and management (E&M) office visits
provided in hospital outpatient departments (HOPDs) has
increased while the volume of E&M visits in physicians’
offices has decreased; this shift in site of service is likely
driven by much higher payment rates for E&M visits in
HOPDs than in physicians’ offices.

However, changes in the volume of services are not

direct indicators of access; increases and decreases can
be explained by other factors such as population changes,
changes in disease prevalence among beneficiaries,
dissemination of new and improved medical knowledge
and technology, deliberate policy interventions, and
beneficiaries’ preferences. For example, the number of
beneficiaries in traditional fee-for-service (FFS) Medicare
varies from year to year; therefore, we look at the volume
of services per FFS beneficiary as well as the total volume
of services. Explicit policy decisions can also influence

volume. For example, during fiscal year 2016, LTCHs—as
expected—changed their admitting practices largely in
response to the implementation of the dual payment-rate
system, and the number of LTCH admissions decreased
markedly.

Changes in the volume of physician services must be
interpreted particularly cautiously. Evidence suggests that
when payment rates for discretionary services are reduced,
providers may attempt to make up for lost revenue

by increasing volume—the so-called “volume offset”
(Codespote et al. 1998, Congressional Budget Office
2007). Whether a volume offset phenomenon exists within
other sectors depends on how discretionary the services
are and what the ability of providers is to influence
beneficiaries’ demand for them.

During the early months of the 2020 coronavirus
pandemic, the volume of services provided in many
sectors decreased rapidly. In the physician sector, this
decline was accompanied by a rapid rise in the volume of
telehealth services. By June, the number of office visits
and telehealth visits combined was close to the volume
experienced for office visits in previous years. (In previous
years, the volume of telehealth visits was minimal.)

In most other sectors, there was a return in volume to
expected levels by late June or July. However, the volume
of skilled nursing facility (SNF) services did not fully
rebound. Toward the end of 2020, there was an increase
in the incidence of COVID-19 and a rise in associated
hospitalizations. This trend could affect the volume

of services across many sectors that we will monitor
throughout the next year.

Access: Marginal profit

Another factor we consider when evaluating access to

care is whether providers have a financial incentive to
expand the number of Medicare beneficiaries they serve.
In considering whether to treat a patient, a provider with
excess capacity compares the marginal revenue it will
receive (e.g., the Medicare payment) with its marginal
costs—that is, the costs that vary with volume in the short
term. If Medicare payments are larger than the marginal
costs of treating an additional beneficiary, a provider has

a financial incentive to increase its volume of Medicare
patients. In contrast, if payments do not cover the marginal
costs, the provider may have a disincentive to care for
Medicare beneficiaries. We note, however, that in instances
in which a sector does not have substantial excess capacity
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or in which Medicare composes a dominant share of a
sector’s patients, marginal profit may be a less useful
indicator of access to care.

Quality of care

The relationship between quality of care and the
adequacy of Medicare payment is not direct. Simply
increasing payments through an update for all providers
in a sector is unlikely to influence the overall quality of
care beneficiaries receive because there is no imperative
for providers to devote the additional revenue to actions
that are known to improve quality. Indeed, historically,
Medicare payment systems had created little or no
incentive for providers to spend additional resources on
improving quality.

The Medicare program has in more recent years
implemented quality-based payment policies in a number
of sectors; however, some issues have arisen. First, it is
very difficult to differentiate quality performance among
providers when the number of cases per provider is
relatively low. This issue has been particularly vexing in
measuring quality performance for individual clinicians.
Second, the Commission has been concerned that
Medicare’s approach to quality measurement is flawed
because it scores too many measures focused on process as
opposed to patient outcomes (Medicare Payment Advisory
Commission 2018a). Many current process measures

are weakly correlated with outcomes of interest such as
mortality and readmissions, and most process measures
focus on addressing the underuse of services, while the
Commission believes that overuse and inappropriate use
are also of concern. Third, reliance on provider-reported
measures can create a burden on providers and can lead to
biased reporting in response to strong financial incentives.

In our June 2018 report to the Congress, we formalized a
set of principles for designing Medicare quality incentive
programs, which address these issues. In 2019, we
applied these principles to recommend a hospital value
incentive program that scores a small set of outcome,
patient experience, and cost measures, and in 2020, we
recommended changing the quality incentive program
for Medicare Advantage to better evaluate quality and
reward high-quality plans (Medicare Payment Advisory
Commission 2020, Medicare Payment Advisory
Commission 2019).

Providers’ access to capital

Providers must have access to capital to maintain and
modernize their facilities and to improve their capability
to deliver patient care. Widespread ability to access capital
throughout a sector may reflect the adequacy of Medicare
payments. Some sectors such as hospitals require large
capital investments, and access to capital can be a useful
indicator. Other sectors such as home health care do not
need large capital investments, so access to capital is a
more limited indicator. In some cases, a broader measure
such as changes in employment may be a useful indicator
of financial health within a sector. Similarly, in sectors
where providers derive most of their payments from other
payers (such as ambulatory surgical centers) or other lines
of business, or when conditions in the credit markets are
extreme, access to capital may be a limited indicator of the
adequacy of Medicare payments.

One indicator of a sector’s access to capital is its all-
payer profitability, reflecting income from all sources. We
refer to this amount as the sector’s total margin, which is
calculated as aggregate income, minus costs, divided by
income. Total margins can inform our assessment of a
sector’s overall financial condition and hence its access to
capital.

Medicare payments and providers’ costs for
2021

For most payment sectors, we estimate Medicare
payments and providers’ costs for 2021 to inform our
update recommendations for 2022. To maintain Medicare
beneficiaries’ access to high-quality care while keeping
financial pressure on providers to make better use of
taxpayers’ and beneficiaries’ resources, we investigate
whether payments are adequate to cover the costs of
relatively efficient providers, where available data permit
such providers to be defined.

Relatively efficient providers use fewer inputs to produce
quality outputs. Efficiency is higher if the same inputs

are used to produce a higher quality output or if fewer
inputs are used to produce the same quality output. The
Commission’s approach is to develop a set of criteria and
then examine how many providers meet those criteria. It
does not establish a set share of providers to be considered
efficient and then define criteria to meet that pool size.

For providers that submit cost reports to CMS—acute care
hospitals, SNFs, home health agencies, outpatient dialysis
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facilities, inpatient rehabilitation facilities (IRFs), LTCHs,
and hospices—we estimate total Medicare-allowable costs
and assess the relationship between Medicare’s payments
and those costs. We typically express the relationship
between payments and costs as a payment margin, which
is calculated as aggregate Medicare payments for a sector,
minus costs, divided by payments. By this measure, if
costs increase faster than payments, margins will decrease.

In general, to estimate payments, we first apply the annual
payment updates specified in law for 2020 and 2021 to
our base data (2019 for most sectors). We then model

the effects of other policy changes that will affect the
level of payments in 2021.Estimated Medicare payments
reflect current law and expected volume. To estimate
2021 costs, we consider the rate of input price inflation
or historical cost growth, and, as appropriate, we adjust
for changes in the unit of service (such as fewer visits per
episode of home health care) and trends in key indicators
(such as changes in the distribution of cost growth among
providers).?

Use of margins

The adequacy of Medicare payments is assessed relative
to the costs of treating Medicare beneficiaries, and the
Commission’s recommendations address a sector’s
Medicare payments, not total payments. We calculate

a sector’s Medicare margin to determine whether total
Medicare payments cover average providers’ costs for
treating Medicare patients and to inform our judgment
about payment adequacy.’ Margins will always be
distributed around the average, and a judgment of payment
adequacy does not mean that every provider has a positive
Medicare margin. To assess whether changes are needed
in the distribution of payments, we calculate Medicare
margins for certain subgroups of providers with unique
roles in the health care system. For example, because
location and teaching status enter into the payment
formula, we calculate Medicare margins based on

where hospitals are located (in urban or rural areas) and
their teaching status (major teaching, other teaching, or
nonteaching).

In accordance with our authorizing statute, the
Commission also, when feasible, computes a Medicare
margin for efficient providers.* The Commission
follows two principles when identifying a set of efficient
providers. First, the providers must do relatively well on
cost and quality metrics. Second, the performance has to

be consistent, meaning that the provider cannot have poor
performance on any metric over the past three years. For
example, in the hospital sector, the variables we use to
identify relatively efficient hospitals are risk-adjusted all-
condition mortality, risk-adjusted potentially preventable
readmissions, and standardized inpatient Medicare costs
per case. Our assessment of efficiency is not in absolute
terms, but rather, relative to a comparison group—in this
example, other inpatient prospective payment system
hospitals. (We also make such assessments for the SNF,
home health, and IRF sectors.) These assessments of
efficient providers in a sector help us identify what may
be a reasonable level of costs in a sector and hence the
relationship between payments and costs that are needed
to support Medicare beneficiaries’ access to relatively
high-quality care in that sector.

Multiple factors can contribute to changes in the Medicare
margin, including changes in the efficiency of providers,
changes in coding that may change case-mix adjustment,
and other changes in the product (e.g., reduced lengths of
stay at inpatient hospitals). Knowing whether these factors
have contributed to margin changes may inform decisions
about whether and how much to change payments.

In sectors where the data are available, the Commission
makes a judgment when assessing the adequacy of
payments relative to costs. No single standard governs
this relationship for all sectors, and margins are only one
indicator for determining payment adequacy. Moreover,
although payments can be ascertained with some accuracy,
there may be no “true” value for reported costs, which
reflect accounting choices made by providers (such

as allocations of costs to different services) and the
relationship of service volume to capacity in a given year.
Further, even if costs are accurately reported, they reflect
strategic investment decisions of individual providers,
and Medicare—as a prudent payer—may choose not

to recognize some of these costs or may exert financial
pressure on providers to encourage them to reduce their
costs.

Appropriateness of current costs

Our assessment of the relationship between Medicare’s
payments and providers’ costs is complicated by
differences in providers’ efficiency, responses to changes
in payment systems, product changes, and cost reporting
accuracy. Measuring the appropriateness of costs is
particularly difficult in new payment systems because
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changes in response to the incentives in the new system
are to be expected. In other systems, coding may change.
As an example, the hospital inpatient PPS introduced

a new patient classification system in 2008 to improve
payment accuracy. However, for a number of years after
its implementation, it resulted in higher payments because
provider coding became more detailed, making patient
complexity appear higher—although the underlying
patient complexity was largely unchanged. Any kind of
rapid change in policy, technology, or product can make it
difficult to measure costs per unit.

To assess whether reported costs reflect the efficient
provision of service, we examine recent trends in the
average cost per unit, variation in standardized costs and
cost growth, and evidence of change in the product. Our
goal is to pay enough to provide access to high-quality
care for Medicare patients. We do not seek to adjust
Medicare payments if other payers under- or overpay.
For example, one issue Medicare faces is the extent

to which private payers exert pressure on providers to
constrain costs. If private payers do not exert pressure,
providers’ costs may increase and, all other things being
equal, margins on Medicare patients would decrease.
Providers that are under pressure to constrain costs
generally have managed to slow their growth in costs
more than those who face less pressure (Medicare
Payment Advisory Commission 2011, Robinson 2011,
White and Wu 2014). Some have suggested that, in

the hospital sector, costs are largely outside the control
of hospitals and that hospitals shift costs onto private
insurers to offset Medicare losses. This belief assumes
that costs are immutable and not influenced by whether
the hospital is under financial pressure. We find that costs
do vary in response to financial pressure and that low
margins on Medicare patients can result from a high cost
structure that has developed in reaction to high private-
payer rates. In other words, when providers (particularly
not-for-profit providers) receive high payment rates
from insurers, they face less pressure to keep their costs
low, and so, all other things being equal, their Medicare
margins are low because their costs are high. (For-profit
providers may prefer to keep costs low to maximize
returns to stockholders and, indeed, often have higher
Medicare margins than similar nonprofit providers.)
Lack of pressure is more common in markets where a
few providers dominate and have negotiating leverage
over payers. This situation is becoming more common
as providers continue to consolidate. We do not lower
payments because of generous payments from private

plans or raise them if other payers (for example, Medicaid)
pay less. That said, we do recognize that access to care for
Medicare beneficiaries will be affected by the payment
policies outside of Medicare. Moreover, we recognize that
in some sectors, Medicare itself can, and should, exert
greater pressure on providers to reduce costs.

Variation in cost growth among a sector’s providers can
give us insight into the range of performance that facilities
can achieve. For example, if some providers’ costs grow
more rapidly than others in a given sector, we might
question whether those rapid increases are appropriate.
Changes in product can also significantly affect unit costs.
For example, in home health care services, one would
expect that substantial reductions in the number of visits
per 30-day home health care episode would reduce costs
per episode. If costs per period instead were to increase
while the number of visits were to decrease, one would
question the appropriateness of the cost growth and not
increase Medicare payments in response.

In summary, Medicare payment policy should not be
designed simply to accommodate whatever level of cost
growth a sector demonstrates. Cost growth can oscillate
from year to year depending on factors such as economic
conditions and relative market power. Payment policy
should accommodate cost growth only after taking into
account a broad set of payment adequacy indicators,
including the current level of Medicare payments.

What cost changes are expected in
2022?

The second part of the Commission’s approach to
developing payment update recommendations is to
consider anticipated policy and cost changes in the next
payment year. For each sector, we review evidence about
the factors that are expected to affect providers’ costs. One
factor is the change in input prices, as measured by the
price index that CMS uses for that sector. (These indexes
are estimated quarterly; we use the most recent estimate
available when we do our analyses.) Forecasts for those
price indexes could be uncertain because of the possible
volatility of costs in 2020 and 2021. For example, if labor
costs for nurses spike in 2021, those costs may then go
down in 2022. Estimates of price indexes that include
nursing labor costs may be volatile as a result. For facility
providers, we start with the forecasted increase in an
industry-specific index of national input prices, called a
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“market basket index.” For physician services, we start
with a CMS-derived weighted average of price changes
for inputs used to provide physician services. Forecasts

of these indexes approximate how much providers’ costs
would change in the coming year if the quality and mix of
inputs they use to furnish care remained constant—that is,
if there were no change in efficiency. Other factors may
include the trend in actual cost growth, which could be
used to inform our estimate if it differs significantly from
the projected market basket.

This year, to the extent that we anticipate that changes

in costs from the pandemic are likely to persist into

2022, those changes are considered in our analyses. For
example, we would consider whether facilities are required
going forward to make patient rooms single occupancy or
negative air pressure.

in 2022?

The Commission’s judgments about payment adequacy,
forthcoming policy changes, and expected cost changes
result in an update recommendation for each payment
system. An update is the amount (usually expressed as

a percentage change) by which the base payment for all
providers in a payment system is changed relative to the
prior year. In considering updates, the Commission makes
its recommendations for 2022 relative to the 2021 base
payment as defined in Medicare’s authorizing statute—
Title XVIII of the Social Security Act. The Commission’s
recommendations may call for an increase, a decrease,

or no change from the 2021 base payment. For example,
if the statutory base payment for a sector were $100 in
2021, an update recommendation of a 1 percent increase
for a sector means that we are recommending that the
base payment in 2022 for that sector be 1 percent greater,
or $101. In the event that the Congress or the Secretary
does not adopt the Commission’s recommendation for a
payment update, current law will continue to apply unless
other actions are taken.

When our recommendations differ from current law

or regulation, as they often do, the Congress and the
Secretary of Health and Human Services would have

to take action and change law or regulation to put

them into effect. Each year, we look at all available
indicators of payment adequacy and reevaluate prior-year
assumptions using the most recent data available. The

Commission does not start with any presumption that

an update is needed or that any increase in costs should
be automatically offset by a payment update. Instead,

an update (which may be positive, zero, or negative) is
warranted only if it is supported by the empirical data, in
the judgment of the Commission.

In conjunction with the update recommendations, we
may also make recommendations to improve payment
accuracy that might in turn affect the distribution

of payments among providers. These distributional
changes are sometimes, but not always, budget neutral.
Our recommendation to shift payment weights from
therapy to medically complex PAC cases is one example
of a distributional change that would affect providers
differentially based on their patients’ characteristics
(Medicare Payment Advisory Commission 2016a).

The Commission, as it makes its update recommendations,
may in some cases take into consideration payment
differentials across sectors and make sure the relative
update recommendations for the sectors do not exacerbate
existing incentives to choose a site of care based on
payment considerations. The difficulty of harmonizing
payments across sectors to remove inappropriate
incentives illustrates one weakness of FFS payment
systems specific to each provider type and highlights

the importance of moving beyond FFS to more global

and patient-centric payment systems. As we continue to
support moving Medicare payment systems toward those
approaches, we will also continue to look for opportunities
to rationalize payments for specific services across sectors
to approximate paying the costs of the most efficient sector
and lessen financial incentives that reward one sector over
another.

Consistent payment for the same service
across settings

A beneficiary can sometimes receive a similar service

in different settings. Depending on which setting the
beneficiary or the treating clinician chooses, Medicare and
the beneficiary may pay different amounts. For example,
when leaving the hospital, patients with joint replacements
requiring physical therapy might be discharged with

home health care or outpatient therapy, or they might be
discharged to a SNF or IRF, and Medicare payments (and
beneficiary cost sharing) would differ widely as a result.

A core principle guiding the Commission is that Medicare
should pay the same amount for the same service, even
when it is provided in different settings. Putting this
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principle into practice requires that the definition of
services in the settings and the characteristics of the
patients be sufficiently similar. Where these conditions

are not met, offsetting adjustments would have to be made
to ensure comparability. Because Medicare’s payment
systems were developed independently and have had
different update trajectories, payments for similar services
can vary widely. Such differences create opportunities

for Medicare and beneficiary savings if payment is set at
the level applicable to the lowest priced setting in which
the service can be safely performed. For example, under
the current payment systems, a beneficiary can receive

the same physician visit service in a hospital outpatient
clinic or in a physician’s office. In fact, the same physician
could see the same patient and provide the same service
but, depending on whether the service is provided in an
outpatient clinic or in a physician’s office, Medicare’s
payment and the beneficiary’s coinsurance can differ by 80
percent or more.

In 2012, the Commission recommended that payments for
E&M office visits in the outpatient and physician office
sectors be made equal, recognizing that those services

are comparable across the two settings. Specifically, we
recommended setting payment rates for E&M office

visits both in the outpatient department and physician
office sectors equal to those in the physician fee schedule,
lowering both program spending and beneficiary liability
(Medicare Payment Advisory Commission 2012). In
2014, we extended that principle to additional services

for which payment rates in the outpatient PPS should be
lowered to better match payment rates in the physician
office setting (Medicare Payment Advisory Commission
2014). In the Bipartisan Budget Act of 2015, the Congress
made payment for outpatient departments for the same
services equal to the physician fee schedule rates for those
services at any new outpatient off-campus clinic beginning
in 2018. We also recommended consistent payment
between acute care hospitals and long-term care hospitals
for certain categories of patients, and the Congress enacted
a similar reform in the Pathway to SGR Reform Act of
2013 (Medicare Payment Advisory Commission 2014). In
2016, we recommended elements of a unified PAC PPS
that would make payments based on patients’ needs and
characteristics, generally irrespective of the PAC entity
that provides their care (Medicare Payment Advisory
Commission 2016a). The Commission will continue to
study other services that are provided in multiple sites of
care to find additional services for which the principle of
the same payment for the same service can be applied.

Budgetary consequences

The Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 requires the Commission

to consider the budgetary consequences of our
recommendations. Therefore, this report documents how
spending for each recommendation would compare with
expected spending under current law. We also assess

the effects of our recommendations on beneficiaries

and providers. Although we recognize budgetary
consequences, our recommendations are not driven by any
specific budget target, but instead reflect our assessment of
the level of payment that efficient providers would need to
ensure adequate beneficiary access to appropriate care.

As discussed in Chapter 1, it is essential to look at
payment adequacy not only within the context of
individual payment systems but also in terms of Medicare
as a whole. The Commission is concerned by any

increase in Medicare spending per beneficiary without a
commensurate increase in value such as higher quality of
care or improved health status. Growth in spending per
beneficiary, combined with the aging of the baby boomers,
will result in the Medicare program absorbing increasing
shares of the gross domestic product and federal spending.
Medicare’s rising costs are projected to exhaust the
Hospital Insurance Trust Fund (which funds Medicare
Part A) and significantly burden taxpayers. Therefore,
moderating growth trends in Medicare spending per
beneficiary is necessary and will require vigilance to be
achieved. The financial future of Medicare prompts us

to look at payment policy and ask what can be done to
develop, implement, and refine payment systems to reward
quality and efficient use of resources while improving
payment equity.

In many past reports, the Commission has stated that
Medicare should institute policies that improve the
program’s value to beneficiaries and taxpayers. CMS is
beginning to take such steps, and we discuss them in the
sector-specific chapters that follow. Ultimately, increasing
Medicare’s value to beneficiaries and taxpayers requires
knowledge about the costs and health outcomes of
services. Until more information about the comparative
effectiveness of new and existing health care treatments
and technologies is available, patients, providers, and the
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program will have difficulty determining what constitutes
high-quality care and effective use of resources.

As we examine each of the payment systems, we also
look for opportunities to develop policies that create
incentives for providing high-quality care efficiently
across providers and over time. Some of the current
payment systems create strong incentives for increasing
volume, and very few of these systems encourage
providers to work together toward common goals.
Alternative payment models are meant to stimulate
delivery system reform toward more integrated and

value-oriented health care systems and may address these
issues. In the near term, the Commission will continue

to closely examine a broad set of indicators, make sure
there is consistent pressure on providers to control their
costs, and set a demanding standard for determining
which sectors qualify for a payment update each year. In
the longer term, pressure on providers may cause them to
increase their participation in alternative payment models.
We will continue to contribute to the development of
those models and to increase their efficacy. B
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Endnotes

1

According to the draft affordability standards: “Participating
Cascade Care public option carriers are required to cap
reimbursement of providers and facilities for all covered
benefits in the statewide aggregate, excluding pharmacy
benefits, to one hundred sixty percent (160%) of the total
amount Medicare would have reimbursed provider and
facilities for the same or similar services” (http://cascade-
care-quality-value-and-affordability-standards.pdf (wa.gov)
(Washington State Health Care Authority 2020)).

The pandemic had major effects on service use and, in some
cases, providers’ costs in 2020. To the extent that those
effects continue into 2021, we attempt to factor them into our
estimates of 2021 margins.

In most cases, we assess Medicare margins for the services
furnished in a single sector and covered by a specific payment
system (e.g., SNF or home health care services). However,

in the case of hospitals, which often provide services that

are paid for by multiple Medicare payment systems, our
measures of payments and costs for an individual sector
could become distorted because of the allocation of overhead
costs or the presence of complementary services. For
example, having a hospital-based SNF or IRF may allow a
hospital to achieve shorter lengths of stay in its acute care

units, thereby decreasing costs and increasing inpatient
margins. For hospitals, we assess the adequacy of payments
for the whole range of Medicare services they furnish—
inpatient and outpatient (which together account for about

90 percent of Medicare payments to hospitals), SNF, home
health care, psychiatric, and rehabilitation services—and
compute an overall Medicare hospital margin encompassing
costs and payments for all the sectors. The hospital update
recommendation in Chapter 3 applies to hospital inpatient and
outpatient payments; the updates for other distinct units of the
hospital, such as SNFs, are covered in separate chapters.

Section 1805[11] of the Social Security Act [42 U.S.C.
1395b-6]

“Specifically, the Commission shall review payment policies
under parts A and B, including—

(1) the factors affecting expenditures for the efficient provision
of services in different sectors, including the process for
updating hospital, skilled nursing facility, physician, and other
fees, (ii) payment methodologies, and (iii) their relationship to
access and quality of care for Medicare beneficiaries.”
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For fiscal year 2022, the Congress should update the 2021 Medicare base payment rates for
acute care hospitals by 2 percent.
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CHAPTER

Hospital inpatient and
outpatient services

Chapter summary In this chapter

Short-term acute care hospitals provide acute inpatient and outpatient services, .
prais p P P Are Medicare payments

such as treatments for acute medical conditions and injuries. Medicare’s

adequate in 2021?
payment rates for inpatient and outpatient services are generally set under o
the inpatient prospective payment system (IPPS) and outpatient prospective e How should Medicare
payment system (OPPS). In 2019, payments under these hospital payment payment rates change in
20227

systems totaled $186 billion. About 5.5 million beneficiaries had 8.7 million ===
inpatient stays in the 3,200 acute care hospitals paid under the IPPS in 2019.
That same year, 20.6 million beneficiaries made 97.1 million visits to the

3,700 hospitals providing outpatient services under the OPPS.

In this chapter, we make a recommendation on a payment rate update for
2022. Because of standard data lags, the most recent complete data we have
are from 2019 for most payment adequacy indicators. Where relevant, we
have considered the effects of the 2020 coronavirus public health emergency
(PHE) on our indicators and whether those effects are likely to be temporary
or permanent. To the extent the effects of the PHE are temporary changes or
vary significantly across individual hospitals, they are best addressed through
targeted temporary funding policies rather than a permanent change to all
hospitals’ payment rates in 2022 and future years. Based on information
available at the time of publication, we do not anticipate any long-term
PHE-related effects that would warrant inclusion in the annual update to

hospital payments in 2022. Instead, to the extent that the PHE continues, any
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needed additional financial support should be targeted to affected hospitals that are

necessary for access.

Assessment of payment adequacy

In 2019, most hospital payment adequacy indicators either remained positive or
improved. Medicare beneficiaries continued to have good access to hospital care,
the quality of hospital care improved, and hospitals maintained strong access to
capital markets. The Medicare margin at [PPS hospitals remained negative but
increased in 2019, and Medicare payments roughly matched relatively efficient

hospitals’ costs.

Beneficiaries’ access to care—Medicare beneficiaries continued to have good

access to hospital services in 2019.

e Capacity and supply of providers—Short-term acute care hospitals continued
to have significant excess inpatient capacity in 2019, as indicated by an
aggregate occupancy rate of 64 percent. This capacity remains adequate despite
an increase in hospital closures in 2019 caused in part by declining admissions
per capita. In 2020, the number of hospital closures decreased, but continued to
exceed the number of openings.

®  Volume of services—Inpatient stays per capita continued their gradual decline
in 2019 (-1.9 percent), while outpatient services per capita continued their slow
increase (0.7 percent). These trends reflect the continuing shift of care from
inpatient to outpatient settings and from physician offices to hospital outpatient
departments (as hospitals acquire physician practices). While the decline in
inpatient use has been gradual, over time the results have been dramatic, with
inpatient stays per capita falling by 31 percent since 1983.

®  Marginal profit—IPPS hospitals with excess capacity continued to have
financial incentives to provide inpatient and outpatient services to Medicare

beneficiaries, as indicated by a marginal profit of about 8 percent in 2019.

Quality of care—In 2019, risk-adjusted readmission and mortality rates improved
modestly, and patient experience measures remained stable. The Commission
recommended in March 2019 a redesign of the current hospital quality payment
programs, including removing the current penalty-only quality programs and
enacting a new hospital value incentive program (HVIP) that balances rewards and

penalties and has the potential to drive further improvement in hospital quality.

Providers’ access to capital—Hospitals had record high all-payer operating and
total margins, which contributed to strong access to capital in 2019. Furthermore,

hospital construction spending held steady, municipal bond interest rates remained
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low, hospital mergers and acquisitions continued, and hospital employment

remained stable.

Medicare payments and providers’ costs—Medicare’s payments to IPPS hospitals
grew faster than hospitals’ costs in 2019, resulting in the aggregate Medicare

margin increasing slightly from —9.3 to —8.7 percent among all IPPS hospitals and
the median margin increasing from about —2 percent to —1 percent for relatively
efficient hospitals. This increase in hospitals’ Medicare margin was in part because
IPPS payments per inpatient stay grew faster than hospitals’ costs per stay, reflecting
payment rates that included an overestimate of input price inflation. But the increase
in hospitals’ Medicare margin occurred primarily because Medicare made additional
payments to hospitals to help cover the costs of charity care and non-Medicare

bad debts. Medicare’s uncompensated care payments, which are added on to the
payments Medicare makes for each inpatient stay, are designed to increase when the
rate of uninsured individuals increases and hospitals provide more uncompensated
care. In 2019, CMS projected the national uninsured rate would increase 16 percent.
This projection was the primary reason Medicare paid an additional $1.5 billion in

uncompensated are payments in 2019 (a 22 percent increase from 2018).

While the coronavirus PHE has made 2020 an anomalous year in many respects
and it is impossible to predict with certainty the extent to which these effects will
continue into 2021, we expect IPPS hospitals’ Medicare margin to increase to
about —6 percent in 2021, driven by substantially higher payment rate updates than
in 2019 and prior years and the suspension of Medicare sequestration through

the first half of fiscal year 2021. We also expect the efficient providers’ Medicare
margin will improve in 2021 to become slightly positive. The exact increase in

the Medicare margin will depend in large part on the duration and severity of the
coronavirus pandemic, volume changes, case-mix changes, and changes in costs
relative to input price inflation, as well as any additional payment or other policy

changes enacted in response to the pandemic.
How should payment rates change in 2022?

Under current law, fee-for-service Medicare hospital base payment rates are projected
to increase by about 2.4 percent in 2022, substantially higher than in 2019 and prior
years, due to the expiration of statutory reductions in hospital updates required by the
Affordable Care Act for each year from 2010 through 2019 and to lower productivity
offsets. In addition, inpatient payments will increase by 0.5 percent, caused by
unwinding a temporary reduction in payments that was put in place to recoup past
overpayments resulting from changes in providers’ documentation and coding. This
change will result in an estimated 2.9 percent increase in inpatient payment rates and

2.4 percent increase in outpatient payment rates.
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Given our positive payment adequacy indicators, a payment update of 2 percent in
2022—plus the statutory additional 0.5 percent increase to inpatient payments and
the 0.8 percent increase to inpatient payments from our standing recommendation
to replace the current quality program penalties with the HVIP—would be
enough to maintain beneficiaries’ access to care and keep payment rates close

to the cost of delivering high-quality care efficiently. On net, inpatient payments
would increase by 3.3 percent and outpatient payment rates would increase

by 2.0 percent. The 2.0 percent outpatient update (rather than the 2.4 percent
estimated current law) would limit growth in the differential between rates paid
for physician office visits on a hospital campus and rates paid for these visits at

freestanding physician offices.

Mandated report: Expanding the post-acute care transfer
policy to hospice

Under the post-acute care transfer policy, when Medicare beneficiaries with certain
conditions have short inpatient stays and are transferred to a post-acute care setting,
the transferring hospital receives a per diem payment rather than the full IPPS
amount. The Bipartisan Budget Act of 2018 expanded the IPPS post-acute care
transfer policy to include hospital transfers to hospice beginning in fiscal year 2019
and mandated that the Commission evaluate and report on the effects of this policy

change.

We estimate that the policy change resulted in savings of about $304 million in
fiscal year 2019 and about $78 million in the first quarter of fiscal year 2020,
without any discernable changes in Medicare beneficiaries’ timely access to

hospice care. B
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Short-term acute care hospitals provide acute inpatient and
outpatient services, such as treatments for acute medical
conditions and injuries.1 Fee-for-service (FFS) Medicare
payment rates for inpatient and outpatient services are
generally set by the inpatient prospective payment system
(IPPS) and outpatient prospective payment system
(OPPS).2 In 2019, payments under these hospital payment
systems totaled $185.7 billion (Table 3—1).3

e JPPS: Medicare pays about 3,200 of the 4,700 short-
term acute hospitals that participate in the Medicare
program for inpatient services under the IPPS. In fiscal
year 2019, these hospitals received $111.3 billion in
IPPS payments from the Medicare program and its
beneficiaries for 8.7 million inpatient stays by 5.5
million FFS Medicare beneficiaries. Approximately
2,700 of these hospitals received an additional $8.1
billion from the Medicare program for uncompensated
care (charity care and non-Medicare bad debts).

®  OPPS: Medicare pays some 3,700 short-term and
other hospitals for outpatient services under the
OPPS.* In calendar year 2019, these hospitals received
$66.2 billion from the Medicare program and its
beneficiaries for 97.1 million outpatient visits by 20.6
million FFS Medicare beneficiaries.

The nearly $186 billion in IPPS and OPPS payments

in 2019 was slightly higher than in 2018 ($181 billion).
Medicare’s payments to hospitals rose because increases
in payment rates, payments for uncompensated care and
Part B drugs, and outpatient services per capita more than
offset declines in inpatient stays per capita and declines in
the number of FFS beneficiaries.

How Medicare sets hospital payment rates

Under the IPPS and OPPS, CMS sets FFS Medicare
payment rates for inpatient and outpatient services
prospectively. CMS adjusts IPPS and OPPS payment rates
for factors outside hospitals’ control, such as regional
wage rates or patient characteristics. One rationale for
paying hospitals on a prospective basis is to increase
hospitals’ incentive to control their costs. Indeed, as we
have reported in previous years’ March reports, hospitals
with higher costs are often those under less pressure to
constrain costs.

FFS Medicare hospital payment rates affect not only the
Medicare program but also an increasing number of other
payers that use FFS Medicare rates as benchmarks (see
text box on payment rates to hospitals, p. 60).

Inpatient prospective payment system

The IPPS primarily pays hospitals a predetermined amount
per inpatient stay. The IPPS per stay payments are derived
through adjustments applied to separate, annually updated
operating and capital base payment rates. Adjustments to
base rates include those for geographic factors, case mix

Medicare payments under IPPS and OPPS, 2019

Number of hospitals Payments
Medicare payment system (in thousands) (in billions)
IPPS—Inpatient services 3.2 $111.3
IPPS—Uncompensated care 2.7 8.1
OPPS—Outpatient services 3.7 66.2
Total 185.7

Note:  IPPS (inpatient prospective payment system), OPPS (outpatient prospective payment system). Payments include any applicable beneficiary cost-sharing
responsibilities. The year refers to fiscal year for inpatient services and calendar year for outpatient services. Components do not sum to total because of rounding.

Source: MedPAC analysis of Medicare Provider Analysis and Review data, IPPS final rule, and outpatient claims.
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Fee-for-service Medicare payment rates to hospitals are benchmarks for Medicare

Advantage plans and other payers

payment rates are used as rate-setting benchmarks

by Medicare Advantage (MA) plans and other
payers. As such, any update to these FFS Medicare
payment rates will have broader effects, including:

Increasingly, fee-for-service (FFS) Medicare hospital

®  MA plan hospital payment rates. Most MA plans
pay hospitals using rates that are equal to rates
under FFS Medicare (Berenson et al. 2015, Maeda
and Nelson 2017).

®  Department of Veterans Affairs payment rates to
community hospitals and other providers. Since
2011, the Department of Veterans Affairs (VA)
has been setting payment rates for most care—
including hospital care—provided in non-VA
settings not to exceed FFS Medicare rates, citing
Medicare as the federal health care industry
standard (Department of Veterans Affairs 201 9).

e  Upper limit on hospital rates for Medicaid

beneficiaries and low-income uninsured. The
Medicaid program uses FFS Medicare rates when
setting maximum supplemental “upper payment
limit” FFS Medicaid payments to hospitals. States
can make supplemental payments to hospitals

to make up the difference between the Medicaid
payments and the Medicare limit; states reported
$13 billion in such payments in 2017 (Medicaid
and CHIP Payment and Access Commission
2019). The rates that uninsured individuals pay are
also often benchmarked to Medicare, a result of
limits on rates charged to low-income uninsured
individuals that were enacted in the Affordable
Care Act.

e State health plans. Some states’ employee health
plans set their hospital payment rates based on a
percentage of FFS Medicare rates, and other states
have made proposals to do s0.5 m

(the expected relative costliness of inpatient treatment

for patients with similar clinical conditions), and certain
hospital characteristics (such as teaching hospitals

or disproportionate share hospitals (DSHs) serving a
disproportionate share of low-income patients). The IPPS
has additional payment adjustments for new technologies,
extraordinarily high-cost cases, certain rural hospitals, and
quality incentives and penalties.

Beginning in 2014, each DSH receives a reduced IPPS
adjustment but also receives its share of a predetermined
pool of payments for uncompensated care (charity care
and non-Medicare bad debts). The uncompensated care
pool is based on estimates of what DSH payments would
have been under prior law and on the national uninsured
rate relative to 2013.”

Outpatient prospective payment system

The unit of payment in the OPPS consists of a primary
service and ancillary items that are packaged with

the primary service. Examples of primary services
include emergency department visits, computed
tomography scans, and surgical procedures. The

OPPS pays a predetermined amount for each primary
service. CMS classifies the services into ambulatory
payment classifications (APCs) based on clinical and
cost similarity. For each APC, CMS determines a base
payment rate using the geometric mean cost that hospitals
incur when providing the services in the APC. CMS
adjusts the base payment rate for each service provided
for geographic differences in input prices. The OPPS also
has special payments for new technologies, designed for
situations in which individual services cost the hospital
much more than the base payment, and for certain
hospital types (such as cancer, children’s, and rural sole
community hospitals). The OPPS also pays separately
for drugs that have costs exceeding a threshold, corneal
tissue acquisition, and blood and blood products.®
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The coronavirus public health emergency and the Commission’s payment

adequacy framework

emergency (PHE) has had tragic effects on

beneficiaries’ health.” It also has had material
effects on providers’ patient volume, revenues,
and costs. In March and April of 2020, COVID-19
admissions spiked in some parts of the country.
Concerns about hospital capacity and patient safety led
to a dramatic drop in elective surgeries and hospitals’
overall revenue. For many hospitals, April revenue
fell by roughly half before largely rebounding by June
2020. For some hospitals, federal coronavirus relief
grants and cost reductions offset lost revenue, allowing
them to remain profitable during the first three quarters
of 2020, but other hospitals experienced losses. In the
fourth quarter of 2020, COVID-19 admissions spiked
again in many parts of the country. Uncertainty remains
about the extent to which the pandemic will affect
patient care patterns, hospital volume, and hospital
financial performance in 2021 and 2022.

S ince early 2020, the coronavirus public health

In this chapter, we recommend payment rate updates
for 2022. Because of standard data lags, the most recent
complete data we have are from 2019 for most payment
adequacy indicators. We use available data and changes
in payment policy to project margins for 2021 and
make payment recommendations for 2022. To the
extent the effects of the coronavirus PHE are temporary
changes or vary significantly across individual
hospitals, they are best addressed through targeted
temporary funding policies rather than a permanent
change to all hospitals’ payment rates in 2022 and
future years. For each payment adequacy indicator

in this chapter, we discuss whether the effects of the
coronavirus PHE on those indicators will most likely
be temporary or permanent. Only permanent effects

of the pandemic will be factored into recommended
permanent changes in Medicare base payment rates.
(For an overview of how our payment adequacy
analysis takes account of the PHE, see Chapter 2.) B

Are Medicare payments adequate in
20212

To assess whether FFS Medicare payments in 2021 are
adequate for relatively efficient hospitals, we examined
payment adequacy indicators in four categories:

* beneficiaries’ access to hospital inpatient and
outpatient care;

e quality of hospital care;
* hospitals’ access to capital; and

» the relationship between FFS Medicare payments and
hospitals’ costs, both across all IPPS hospitals and
limited to relatively efficient hospitals.'”

Most of our payment adequacy indicators for hospitals
were positive in 2019—the most recent year in which we
have data for most indicators—with relatively efficient

IPPS hospitals improving their overall Medicare margin
slightly from -2 percent in 2018 to —1 percent in 2019.
(For a description of how the coronavirus pandemic has
been incorporated into our payment adequacy framework,
see text box.)

While it is impossible to precisely predict the future given
the evolving coronavirus pandemic, we anticipate most
hospital payment adequacy indicators will remain positive
in 2020 and 2021 and that IPPS hospitals’ aggregate
Medicare margin will increase to —6 percent in 2021,
resulting from substantially higher payment rate updates
in 2020 and 2021 relative to 2019 and prior years, and the
suspension of Medicare sequestration for at least the first
half of fiscal year 2021.

Beneficiaries continued to have good access
to hospital inpatient and outpatient services

FFS Medicare beneficiaries continued to have good access
to hospital inpatient and outpatient services in 2019, as
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hospitals continued to have excess inpatient capacity and a
financial incentive to serve FFS Medicare beneficiaries.

The coronavirus public health emergency (PHE)

affected hospitals’ inpatient capacity and FFS Medicare
beneficiaries’ use of hospital services during parts of
2020; however, volume largely returned by the end of
fiscal year 2020, and fewer hospitals closed in 2020 than
in 2019. While there will continue to be variable effects in
fiscal year 2021, we anticipate that in aggregate—across
all hospitals and the entirety of the year—indicators of
beneficiaries’ access to care will remain positive in 2021.

Hospitals continued to have significant excess
inpatient capacity in 2019

Short-term acute care hospitals continued to have
significant excess inpatient capacity in aggregate, with
approximately two-thirds (64 percent) of all bed-days
occupied during 2019. Hospitals’ aggregate occupancy
rate has slowly increased over the last five years as the
number of inpatient, swing, or observation days slightly
increased and the number of available beds slightly
decreased. Nevertheless, hospitals have continued to
maintain excess inpatient capacity despite population
growth and some hospital closures because of continued
declines in inpatient stays per capita.

The occupancy rate also continued to vary across different
types of hospitals. In particular:

®  Rural hospitals continued to have a lower occupancy
rate. Small rural hospitals designated as critical
access hospitals had an occupancy rate of 36 percent,
indicating that about one-third of their beds—
including observation and post-acute patients in swing
beds—were occupied, on average. IPPS hospitals
in rural nonmicropolitan counties had a similarly
low occupancy rate (34 percent), while those in
micropolitan areas had a slightly higher occupancy
rate (47 percent). In contrast, IPPS hospitals in
metropolitan areas had an occupancy rate of 68
percent.

e  Teaching hospitals and those that treated a
disproportionate share of low-income patients
continued to have a higher occupancy rate. IPPS
hospitals that were both teaching hospitals and DSHs
had a substantially higher occupancy rate (72 percent)
than nonteaching hospitals and non-DSHs (52
percent).

Hospital occupancy rates varied substantially across
hospitals and time periods in 2020, attributable to the
coronavirus PHE, including some geographic areas
exceeding their hospital capacity as COVID-19 cases
peaked. However, limited data to date suggest that
hospitals’ aggregate occupancy rate across the entirety of
fiscal year 2020 dipped, attributable to a decline in all-
payer inpatient stays and temporary increases in beds to
provide surge capacity.

Fewer hospital closures in 2020 after a peak in
2019

While hospital closures are still relatively rare events,
there was an increase from fiscal year 2018 to 2019, when
closures rose from 19 to 46.!! The number of closures then
decreased to 25 in fiscal year 2020.

The majority of the 71 hospitals that closed in 2019 and
2020 were small (52 had 100 or fewer beds) and located in
urban metropolitan areas (39). In comparison, 30 hospitals
opened in 2019 and 2020 combined, slightly more than the
17 that opened over the prior two years. The hospitals that
opened were small (all had 100 or fewer beds) and all but
3 were in urban areas.

A majority of the hospitals that closed in 2019 and 2020
cited financial reasons as a driving factor for closure.

The closed hospitals had comparatively low inpatient
occupancy rates (29 percent, on average) and poor
profitability (all-payer margin of —11 percent, on average,
in the year before closure). The 11 critical access hospitals
that closed averaged a slightly positive Medicare margin
but an all-payer margin of —13 percent caused by losses
on their non-Medicare patients. Several of the hospitals
that closed during the two-year period filed for bankruptcy
before their closure. Nonfinancial reasons for closures
included consolidation, environmental factors (e.g.,
destruction attributable to the Camp Fire in California),
and failure to meet Medicare conditions of participation.

Rural hospitals often face the greatest challenges with
declining admissions, in part resulting from rural
beneficiaries increasingly bypassing their local hospitals
to seek care at urban hospitals. In 2010, 40 percent of rural
beneficiaries’ hospital admissions were in urban hospitals;
by 2018, this share grew to 48 percent of their admissions.

The effect of recent hospital closures on beneficiaries’
access varied. The average distance from the 29 hospitals
that closed in 2020 to the nearest hospital was about 12
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m FFS Medicare beneficiaries’ inpatient stays per capita

continued gradual decline in 2019
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miles, and nearly half of the closures were within 5 miles
of the nearest hospital. None of the closures involved
hospitals more than 35 miles away from the next nearest
hospital, suggesting most beneficiaries continued to have
access to inpatient services in their region. In addition,
some of the former hospital locations still offered some
services, such as urgent care or clinic services, while
others were actively working to reopen.

The Commission is especially concerned with rural
beneficiaries’ access to care as the number of rural hospital
closures increases without a comparable increase in rural
hospital openings. The Commission recommended in June
2018 that Medicare help preserve access to emergency
services in cases where a full-service hospital is not

viable by allowing isolated, rural stand-alone emergency
departments (Medicare Payment Advisory Commission
2018).

The coronavirus PHE has made 2020 an anomalous
year in many respects; for example, hospitals received
targeted funding that may have prevented some closures.

It is unclear the extent to which the downward trend will
continue in 2021.

Inpatient stays per capita continued their gradual
decline in 2019

In 2019, FFS Medicare beneficiaries’ inpatient stays

per capita declined 1.9 percent (Figure 3-1), reflecting

a continued shift of care to outpatient settings. For
example, inpatient major hip and knee replacements per
capita declined 8 percent (data not shown). The decline

in inpatient stays per capita was a continuation of the
historical trend—among both FFS Medicare beneficiaries
and those who are commercially insured. For example,
from 2015 to 2018, Medicare inpatient stays per capita fell
4.7 percent; among the commercially insured population,
they fell 3.5 percent (Health Care Cost Institute 2020).
While the decline in inpatient use has been gradual, over
time the results have been dramatic: Since the IPPS started
in 1983, inpatient stays per capita have declined by 31
percent and inpatient days per capita declined even faster,
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dropping 63 percent (Centers for Medicare & Medicaid
Services 2020, Health Care Financing Administration
1995).

Differential trends in inpatient stays also continued in
2019, resulting in continued shifts in the share of FFS
Medicare beneficiaries’ inpatient stays at certain types
of hospitals and in the share of certain types of inpatient
stays. In particular:

®  Share of inpatient stays at rural hospitals continued
to decline. The share of FFS Medicare beneficiaries’
inpatient stays at hospitals in rural nonmicropolitan
counties was 4.8 percent in 2019, down from 5.0
percent in 2018 and 5.4 percent in 2015. The share
of inpatient stays at hospitals in rural micropolitan
counties has also been decreasing, but to a smaller
extent (to 8.5 percent from 8.9 percent in 2015). An
analysis of claims data finds that the continued shift of
inpatient stays from rural hospitals to urban hospitals
reflects primarily beneficiaries bypassing their local
rural hospital for inpatient care.

e  Share of one-day inpatient stays continued to
increase. The share of FFS Medicare beneficiaries’
inpatient stays that were only one day was 14.1
percent in 2019, up from 13.4 percent in 2018
and 11.6 percent in 2014. As the Commission has
previously noted, growth in the number of one-day
stays could be attributable to the reduced likelihood
in recent years that CMS’s recovery audit contractors
(RAC:s) will deny payment for one-day stays. In 2015,
CMS ceased patient status reviews (which previously
resulted in challenges to one-day stay claims). As a
result, from 2014 to 2015, the number of claims that
were challenged by the RACs as overpayments fell
by 91 percent (Centers for Medicare & Medicaid
Services 2015).

e  Share of inpatient stays discharged to home health
care and hospice continued to increase. The share
of FFS Medicare beneficiaries’ inpatient stays that
resulted in a discharge to home with home health care
was 18.4 percent in 2019, up from 18.1 percent in
2018 and 16.9 percent in 2015. At the same time, the
share of inpatient stays discharged to skilled nursing
facilities decreased slightly. This phenomenon, in
conjunction with the increase in the share of one-
day inpatient stays, could reflect a growing trend in
hospitals discharging Medicare beneficiaries to home
with home health care in lieu of monitoring them in

the hospital or a skilled nursing facility. In addition,
the share of discharges to hospice increased to 3.4
percent, up slightly from 2018. (For the results of
our analysis in support of the mandated report on the
expansion of the IPPS transfer policy to hospice, see
the text box, pp. 83-87.)

As aresult of the coronavirus PHE, hospitals in aggregate
experienced substantial declines in FFS Medicare and total
inpatient volume in late March and April 2020. The extent
of the declines and subsequent rebounds varied across
types of inpatient stays, with smaller declines and faster
returns to near-normal volumes among less discretionary
stays. For example, Medicare beneficiaries’ inpatient stays
with heart attacks declined in April to 70 percent of prior-
year levels and fully rebounded by mid-June, staying near
prior-year levels through December 2020. Similarly, non-
COVID-19 emergency visits that resulted in an inpatient
stay initially declined in April to 50 percent of prior-year
levels, partially rebounded to 80 percent of prior-year
levels by June, and remained near that level through
December. By contrast, more discretionary services had
much larger initial declines, with total knee replacements
dipping in April to 5 percent of prior-year levels. Total
knee replacements then rebounded to 75 percent of prior-
year levels by June but began declining as the third wave
of COVID-19 cases began in late fall.

While the duration and severity of the coronavirus PHE

is unclear, based on information available at the time of
this publication, we do not anticipate that it will cause

any long-term deviations from the historical trend of slow
declines in FFS Medicare beneficiaries’ inpatient stays per
capita as care continues to shift to outpatient settings.

Outpatient hospital services per capita continued
slight increase in 2019

Outpatient services to FFS Medicare beneficiaries per
capita increased 0.7 percent in 2019—the same as in
2018. Consistent with prior years, this growth reflects two
trends:

o Complex surgical procedures continued to shift from
inpatient to outpatient settings. Growth in relatively
complex services—such as knee replacement;
endovascular procedures; and removal, replacement,
or insertion of defibrillator systems or pulse
generators—suggests that some of the growth in OPPS
volume and payments is from services migrating from
the (relatively higher cost) inpatient to the (relatively
lower cost) outpatient setting. For example, in 2019,
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FFS Medicare beneficiaries’ outpatient services per capita
increased in HOPDs and decreased in physician offices

Outpatient services per 1,000 Part B beneficiaries

HOPD Physician office
Percent Percent
Service 2013 2019 change 2013 2019 change
Clinic or physician office visit 780 972 25% 6,765 6,448 -4.7%
Chemotherapy administration 99 144 45 158 139 -12.4

Note:  FFS (fee-for-service), HOPD (hospital outpatient department). HOPDs include all hospitals in the U.S. paid under the outpatient prospective payment system.

Source: MedPAC analysis of outpatient claims and enrollment data from the Medicare Trustees report.

the volume of outpatient services in the Healthcare
Common Procedure Coding System (HCPCS) 93656
(a test of electrical activity of the heart) increased
15.8 percent (138 per 100,000 beneficiaries in 2019
versus 116 per 100,000 beneficiaries in 2018). OPPS
payments for this service also increased, by 19.1
percent.

e  C(linic visits, drug administration, and other services
continued to shift from physician offices to hospital
outpatient departments as hospitals have acquired
physician practices. A large source of growth in
hospital outpatient department (HOPD) volume and
OPPS payments for hospital outpatient services has
been attributable to a shift from (relatively lower cost)
physician offices to (relatively higher cost) HOPDs.
From 2013 to 2019, the volume of clinic visits and
drug administration (especially for chemotherapy
drugs) rose substantially in the hospital outpatient
setting, while the volume of these services fell in
freestanding physician offices (Table 3-2). However,
from 2018 to 2019, the growth in clinic visits in
HOPDs slowed, increasing by only 1.6 percent. The
relatively slow growth in clinic visits and a small
decrease in other evaluation and management services,
such as emergency department (ED) visits, is a main
reason why overall volume growth in HOPDs from
2018 to 2019 moderated. Despite this moderation,
the fact that outpatient volume has grown for over 10
consecutive years suggests FFS Medicare beneficiaries
have adequate access to outpatient care.

The coronavirus PHE undoubtedly depressed HOPD
volume among Medicare beneficiaries in 2020, but data
limitations prevent us from providing a precise estimate
of the effect at this time. In Medicare, ED visits and clinic
visits are two of the most commonly billed services under
the OPPS. As for ED visits, we found that the volume in
April 2020 was 51 percent of volume in January 2020;

as for HOPD clinic visits, volume in April 2020 was 30
percent of volume in January 2020. The volume of these
two services rebounded quickly. By June 2020, the volume
of ED visits and clinic visits rebounded to about 75
percent of their January 2020 levels.

Hospitals with excess capacity continued to have a
financial incentive to serve Medicare beneficiaries
in 2019

Hospitals with excess capacity continued to have financial
incentives to provide inpatient and outpatient PPS
services to FFS Medicare beneficiaries: Their marginal
profit on these services remained over 8 percent in 2019.
We calculate hospitals’ Medicare marginal profit by
comparing Medicare’s IPPS and OPPS payments with

the variable cost of treating an additional FFS Medicare
patient. To make a conservative estimate of hospitals’
Medicare marginal profit, we use a broad definition of
variable costs that is consistent with our prior estimates of
the share of costs that varied over a one-year time period.
We find that roughly 80 percent of costs are variable; to
the extent that a higher share of costs is fixed, the marginal
profit would be higher.
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FFS Medicare beneficiaries’ risk-adjusted, all-condition

mortality rates have declined

8.9%
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The rapid response to the coronavirus pandemic has
demonstrated that at least some hospitals can substantially
decrease their costs over a matter of months. For example,
the largest hospital systems were able to substantially
reduce costs from the first quarter of 2020 to the second
quarter of 2020, despite the expectation that the reduction
in volume would be temporary (Medicare Payment
Advisory Commission 2020a). We expect that hospitals
will have an even greater ability to adjust costs when

they have a longer time period to adapt to environmental
changes and resulting anticipated long-term changes in
volume.

Quality of care improved modestly or
remained stable

Two key indicators of the quality of hospital inpatient
services provided to FFS Medicare beneficiaries—risk-
adjusted mortality rates and readmission rates—improved
modestly in 2019, and patient-reported experience
measures remained high.

The quality of hospital care in 2020 will be difficult to
assess and compare because of the coronavirus PHE. It is
likely that information on quality performance during the
PHE will be incomplete for at least some portion of 2020
performance and will reflect the pandemic’s tremendous
impact on mortality. CMS’s guidance on reporting
requirements and how the PHE will affect quality
payment programs is evolving. To date, CMS has stated
it will exclude at least some of the 2020 experience from
the calculation of results for quality payment programs.

Risk-adjusted mortality rate improved in 2019

From 2016 to 2019, FFS Medicare beneficiaries’ risk-
adjusted mortality rate declined (that is, improved) by
1.1 percentage points, including a 0.3 percentage point
decline in 2019 (Figure 3-2). Over the four-year period,
unadjusted mortality rates were relatively stable, but
expected mortality increased because beneficiaries
admitted to hospitals in recent years tended to have more
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m FFS Medicare beneficiaries’ risk-adjusted, all-condition readmission rates have declined
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Source: MedPAC analysis of Medicare Provider Analysis and Review data.

comorbidities and thus a higher risk of mortality. Other
studies have found similar improvements for condition-
specific mortality and overall readmissions in earlier
years (Hines 2015, Krumholz 2015, Medicare Payment
Advisory Commission 2018).

Risk-adjusted readmission rates improved in 2019

The Congress enacted the Hospital Readmission
Reduction Program (HRRP) in 2010, and since

that time, FFS Medicare beneficiaries’ readmission
rates have fallen. Our recent analysis of the HRRP
found that the program gave hospitals an incentive to
reduce unplanned readmissions (Medicare Payment
Advisory Commission 2018). Our updated analysis of
readmission rates across all conditions for beneficiaries
over age 65 found that between 2016 and 2019, the
raw unplanned readmission rate increased slightly by
0.1 percentage point, from 15.4 percent to 15.5 percent

(Figure 3-3). Once risk adjusted, these rates declined
from 15.7 percent to 15.1 percent.

Patient experience measures remained stable in
2019

Patient-reported experiences regarding their care during
inpatient stays remained stable from 2016 to 2019.
Hospitals collect Hospital Consumer Assessment of
Healthcare Providers and Systems® (H-CAHPS®) surveys
from a sample of admitted patients, which CMS uses to
calculate results for 10 measures of patient experience.'?
The H-CAHPS measures key components of quality

by assessing whether something that should happen
during a hospital stay (such as clear communication)
actually happened or how often it happened. In 2019,
communication with nurses, communication with
doctors, and receipt of discharge information had the
highest scores, with over 80 percent of surveyed patients
answering with the most positive response. From 2016
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The Commission’s standing recommendation to replace current hospital quality

programs with a new hospital value incentive program

he Commission asserts that quality because these factors can mask disparities in clinical
I measurement should be patient oriented, performance. Accordingly, the HVIP accounts for

encourage coordination, and promote delivery differences in providers’ patient populations by
system change. In March 2019, the Commission incorporating a peer-grouping methodology in which
recommended that the Congress replace fee-for-service quality-based payments are distributed to hospitals
Medicare’s current hospital quality programs with separated into 10 peer groups, defined by the share
a single, outcome-focused, quality-based payment of treated beneficiaries with full dual eligibility for
program for hospitals—the hospital value incentive Medicare and Medicaid (as a proxy for income). The
program (HVIP)—based on our principles for HVIP redistributes pools of dollars to hospitals in the
quality measurement (Medicare Payment Advisory peer groups based on their quality performance. The
Commission 2019). Consistent with the Commission’s pools of dollars are funded by a payment withhold from
principles, the HVIP links payment to quality of care all hospitals in the peer group (e.g., 5 percent).

to reward hospitals for providing high-quality care to

beneficiaries while maintaining low episode costs. Under the Commission’s HVIP model, the grouping of

hospitals into peer groups that serve similar populations

Initially, the HVIP can incorporate existing quality makes payment adjustments more equitable than
measure domains such as readmissions, mortality, existing quality payment programs. As a result, we
spending, patient experience, and hospital-acquired expect that under the HVIP, large urban hospitals and
conditions (or infection rates). By using existing major teaching hospitals would, on average, receive
measures on which hospitals are already evaluated, rewards rather than the penalties they receive under
assuming equal weighting of the measure domains, current programs. Rural and nonteaching hospitals,
the HVIP raises the weight of mortality and patient on average, would receive higher rewards than large
experience and lowers the weight of readmissions and urban and major teaching hospitals. Relatively efficient
infection rates compared with current quality programs.  Providers also would receive more of a reward from

In line with the Commission’s principles, the HVIP the HVIP compared with other hospitals. All groups
uses clear, prospectively set performance standards receive higher payments on average as a result of

to translate hospital performance on these quality removing penalties in the current program. In addition,

all hospitals would benefit from the streamlined

reporting and the HVIP’s lower burden of data
According to the Commission’s principles, adjusting collection. m
measure results for social risk factors is important

measures to a reward or a penalty.

to 2019, the share of patients rating their overall hospital quality incentive programs added to the IPPS in 2013

experience a 9 or 10 on a 10-point scale remained stable and 2015: the HRRP (which can reduce payments up

at 73 percent. In 2019, the care transitions measure result to 3.0 percent), the Hospital Value-Based Purchasing

remained low, with only 54 percent of surveyed patients (VBP) Program (which can raise a hospital’s payment by

responding with “Strongly Agree” that they understood as much as 3.0 percent or lower it by up to 1.5 percent),

their care plan when they left the hospital. and the Hospital-Acquired Condition Reduction Program
(which can reduce a hospital’s payments by 1 percent for

Need for a redesign of hospital quality payment 25 percent of hospitals). In 2019, hospitals’ performance

programs on the combined quality programs had the potential to

At least part of the improvement in quality appears to be increase a hospital’s IPPS payment rates by as much as

attributable to financial incentives from three Medicare
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IPPS hospitals’ all-payer financial performance has been strong,

with total and operating margins reaching record highs in 2019
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about 3 percent and lower payments by as much as about
5.5 percent. Under the combined effect of the program
in 2019, almost a quarter of hospitals saw a net increase
in IPPS payments (averaging about 0.5 percent in IPPS
payments), and about 70 percent of hospitals saw a net
decrease of payments (averaging about 1 percent of IPPS
payments). Together, the payments from the two quality
penalty programs decreased inpatient payments by about
$0.9 billion in 2019, equivalent to 0.8 percent of IPPS
operating payments (including uncompensated care).

In March 2019, the Commission recommended that the
Congress replace Medicare’s current hospital quality
programs (including the penalty-only programs) with a
single, outcome-focused quality-based payment program
for hospitals—that is, the hospital value incentive program
(HVIP)—which balances rewards and penalties and has
the potential to drive further improvement in hospital
quality (see text box).

Hospitals’ access to capital remained strong

Hospitals had record high all-payer operating and total
margins, which contributed to strong access to capital in
2019.

In 2020, the coronavirus PHE affected hospitals’ access
to capital, with different effects on different groups of
hospitals. However, in aggregate, the additional federal
support hospitals received—as well as advanced Medicare
payments—helped maintain hospitals’ aggregate access
to capital in 2020 near the record highs in 2019. Through
November 2020, we saw no increase in rates lenders
required from hospitals.

All-payer financial performance reached record
highs in 2019

In aggregate, IPPS hospitals’ all-payer financial
performance was very strong in 2019, with key measures

of hospitals’ financial performance reaching record highs
(Figure 3-4).
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» IPPS hospitals’ all-payer operating margin—a
measure of how hospitals’ patient care revenue
compares with their operating costs—increased to 6.5
percent, slightly above the prior all-time high of 6.4
percent in 2015.

» IPPS hospitals’ all-payer total margin—which
includes nonpatient care revenue, such as investment
income—increased to 7.6 percent, above the prior all-
time high of 7.1 percent in 2017.

e IPPS hospitals’ cash flow—as measured by earnings
before interest, taxes, depreciation, and amortization—
increased to 10.5 percent, the highest level since 2015.

(These all-payer margins calculated from hospitals’ cost
reports are similar to those calculated from other data
sources, such as data collected by the American Hospital
Association, with minor differences resulting from
differences in the set of included hospitals.)

Within these aggregate results, there continued to be
substantial variation in hospitals’ financial performance.
For example, in 2019, for-profit IPPS hospitals’ all-payer
operating margin was 12.3 percent, more than double
that of nonprofit IPPS hospitals. In contrast, the all-payer
operating margin at rural nonmicropolitan IPPS hospitals
was only 0.6 percent in 2019 (data not shown).

While the coronavirus pandemic has been a human
tragedy, the Congress has supported hospitals with

over $70 billion in supplemental funds as they rise

to the pandemic challenge. We find no evidence of
widespread financial struggles at hospitals in aggregate.
In fact, some large hospital systems returned some relief
funds they received because the funds exceeded their
pandemic-related losses. Therefore, while the effect of
the coronavirus pandemic on hospitals’ finances varied
substantially across hospitals, we have no evidence that it
has had a dramatic effect on hospitals’ long-term access
to the capital markets.

Construction spending held steady in 2019, and
bond issuances remained strong

Hospital construction spending was $26 billion in 2019,
similar to prior years. Hospital construction spending has
been relatively stable since 2014 when the health care
industry began to see a decrease in spending on inpatient
hospital capacity (Census Bureau 2019). This trend is in

part attributable to health systems focusing on lower cost
outpatient facilities and renovations to existing facilities
(Conn 2017).

Hospitals also issued $23 billion in bonds in calendar
year 2019, including $16 billion in new financing and
$7 billion in refinancing (Thomson Reuters 2019).

This level of bond funding was a decline from 2018,
corresponding with an increase in interest rates, but
similar to the level in 2016 and higher than bond
issuances in 2015. Between January 2018 and January
2019, the average interest rate for double-A tax-exempt
30-year nonprofit hospital bonds increased from 3.3
percent to 3.6 percent (Cain Brothers 2018).

Mergers and acquisitions continued in 2019

Hospital mergers and acquisitions continued in calendar
year 2019, with 71 transactions—a number similar to prior
years. However, the number of hospitals and beds involved
in these transactions declined substantially, reflecting a
shift to acquisitions of single hospitals and those with
fewer beds. As a result, from 2018 to 2019 the average
number of beds per transaction decreased from 372 to 179
(Irving Levin Associates Inc. 2019).

In the first quarter of 2020, hospital mergers and
acquisitions were in line with previous years but dipped
sharply after mid-March as a result of the coronavirus
pandemic. Several large consolidations were called off,
including at least one that specifically cited financial
issues exposed by the pandemic as a reason for the
consolidation’s failure (HealthLeaders 2020). According
to HealthLeaders, the impact of the coronavirus PHE
could slow the pace of hospital mergers and acquisitions.
However, according to Moody’s, concerns about
COVID-19 could accelerate patient preference for
outpatient care, which could provide health systems
incentives to continue to increase their development and
acquisition of outpatient facilities (Moody’s Investors
Service 2020).

Hospital employment remained stable in 2019

Between the start of fiscal year 2015 and the PHE in
March 2020, the number of individuals employed by
hospitals grew steadily from 5.7 million to 6.3 million.'?
Over this same time period, hospital employees’ weekly
hours grew from 36.6 to 37.6 (2.7 percent), while their
weekly earnings grew from $1,100 to $1,290 (16.9
percent).
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However, hospital employment decreased in April and
May 2020 to 6.1 million (2.6 percent below March) as
the effects of the PHE set in. While employment varied
significantly by region, national hospital employment
increased after May, but as of October 2020 (the most
recent available month of data) remained 1.6 percent
below March. Hospital employees’ weekly hours during
the PHE also decreased between March and April by 3.7
percent but have subsequently rebounded to above prior-
year levels. Weekly earnings followed a similar trajectory,
decreasing 2.7 percent between March and April, but
rebounding by October 2020 to 2.7 percent higher than
the same time in 2019. The drop in hospital employment
during the PHE was less than the drop in employment

in both the health care sector as a whole and the overall
economy. The federal government provided hospitals with
many financial resources throughout the public health
emergency that other industries did not receive.

Medicare payments for hospital services
nearly matched relatively efficient hospitals
costs in 2019

In 2019, driven by the increase in uncompensated care
payments and the increased profitability from inpatient
services, hospitals’ FFS Medicare margin improved to
—8.7 percent among all IPPS hospitals and to near break-
even among relatively efficient hospitals and those under
fiscal pressure.

4

Projecting hospitals’ Medicare margin in 2021 involves
substantial uncertainty, but we project IPPS hospitals’
Medicare margin will increase to —6 percent, driven

by higher than historic payment rate increases with the
expiration of statutory reductions enacted in the Affordable
Care Act, lower than historic productivity offsets, and the
suspension of Medicare sequestration through the first half
of fiscal year 2021. We also expect the efficient providers’
Medicare margin will improve in 2021 to become slightly
positive.

Payments per inpatient stay grew faster than
costs per stay in 2019

In 2019, IPPS payments per stay and per capita continued
to increase. IPPS payments per stay rose 3.3 percent

to about $12,800, while payments per capita grew 1.4
percent to about $2,940 per beneficiary (Figure 3-5,

p. 72). Nevertheless, because both the number of FFS
beneficiaries and the number of inpatient stays per capita

have fallen (by 1.8 percent and 1.4 percent, respectively),
Medicare’s payments to hospitals for IPPS-covered stays
held steady in 2019 at $111.3 billion. In sum, the increase
in payments per inpatient stay—which reflect increases
in prices, patient severity, and coding practices—were
offset by declines in inpatient stays per capita and
enrollment in 2019. (See text box on growth in inpatient
payments, p. 73.)

The 3.3 percent growth in IPPS payments per stay in 2019
was faster than the 2.7 percent average over the prior four
years (Table 3-3, p. 74). The growth in 2019 resulted from:

* a 1.4 percent annual update to IPPS operating base
rates (a combination of the estimated increase in the
inpatient market basket, the estimated productivity
offset, and a statutory budgetary reduction);

e a(.5 percent statutory increase in inpatient payment
rates resulting from unwinding a temporary reduction
in payments that was put in place to recoup past
overpayments resulting from changes in providers’
documentation and coding;

e a(.8 percent increase in reported patient severity,
referred to as inpatient case mix; and

* a0.6 percent increase from all other factors, including
larger than expected outlier payments and a shift in
geographic mix toward hospitals with higher wage
indexes.

The 2019 increases in the annual update to IPPS operating
rates (1.4 percent) and net case mix (0.8 percent) were
both lower than their averages over the prior four years.
The faster growth in IPPS payments per stay in 2019

was therefore due primarily to the 0.5 percent update
required by statute. The Congress mandated that payment
rates in 2014 through 2017 be reduced to recoup past
overpayments resulting from documentation and coding
changes that did not reflect real changes in case mix,

then later phased out this reduction.'* Accordingly, CMS
increased payment rates in 2019 by 0.5 percent to make up
for the earlier reductions to payment.

We estimate hospitals’ IPPS costs per stay grew 3.2
percent in 2019, above the average over the prior four
years (Table 3-4, p. 74). This increase in IPPS costs per
stay in 2019 resulted from a 2.4 percent growth in input
prices and an imputed 0.7 percent increase in costs per
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IPPS payments per stay and per capita continued to

increase in 2019 while aggregate IPPS payments held steady
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Source: MedPAC analysis of Medicare Provider Analysis and Review claims and enrollment data from the Medicare Trustees report.

stay from all other factors. We cannot directly measure
the extent to which hospitals improved their productivity
or coded patients more extensively. However, hospitals’
ability to constrain their cost growth to 0.7 percentage
point above the growth in input prices—despite a reported
0.8 percent growth in inpatient case mix and higher than
expected outlier costs in 2019—indicates that hospitals
improved their productivity, coded patients more
extensively, or both. As in past years, reported case-mix
growth represents a combination of increased severity
and increases in coding practices, and we cannot isolate
the subset of case-mix growth that represents increased
coding.

The faster growth in IPPS payments per stay relative to
costs per stay was in part a result of CMS’s overestimation
of input price growth in 2019. The 2.9 percent estimate

of input prices used to prospectively set rates was 0.5
percentage point above actual input price inflation of

2.4 percent (Table 3-3, p. 74, and Table 3-4, p. 74). The
market basket forecast is primarily a function of projected

labor cost growth, and overestimates of labor cost growth
can result in updates exceeding input price growth. This
forecast error was not unique to 2019; hospitals’ actual
input price inflation was lower than CMS’s forecast in
every year from 2015 through 2018. Using input price
forecasts allows prices to be known at the start of the
year but does result in overpayments in some years and
underpayments in other years.

Change in uncompensated care payments

In addition to IPPS payments for FFS Medicare
beneficiaries’ inpatient stays, the Medicare program also
makes uncompensated care payments to IPPS hospitals to
help cover their costs of treating the uninsured. Pursuant
to a provision in the Affordable Care Act, beginning

in 2014, each eligible hospital receives (1) a reduced
operating DSH payment and (2) an uncompensated care
payment. Under the revised operating DSH payment
equation, hospitals receive 25 percent of the DSH funds
they would have received under prior law. Second, each
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Growth in FFS Medicare inpatient payments driven by growth in payments per

stay, not volume

he growth in aggregate inpatient prospective

payment system (IPPS) payments for fee-for-

service (FFS) Medicare beneficiaries’ inpatient
stays has been driven by growth in IPPS payments per
stay—which reflect increases in prices, patient severity,
and coding practices. From 2015 to 2019, payments per
stay increased 13.6 percent. By contrast, Medicare Part
A enrollment increased just 0.4 percent over the period,
with enrollment growth actually slowing from 2018 to
2019 (Figure 3-6).

Increases in payments per stay as the driver behind
growth in inpatient payments is not unique to the

FFS Medicare population. For example, despite
differences in payment methodologies and in mix of
services among commercially insured patients, from
2015 to 2018, inpatient stays per capita declined by
slightly less among the commercial population than
the Medicare FFS populations (3.5 percent vs. 4.4
percent) while payments per stay increased among the
commercial population more than twice as much as
Medicare FFS payments (14 percent vs. 6.1 percent)
(Health Care Cost Institute 2020 and MedPAC
analysis). ®

Growth in IPPS payments driven by growth in payments per stay
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uninsured rate as a percentage of the uninsured rate in
2013. This amount is referred to as the “uncompensated
care pool.”!3

hospital receives uncompensated care payments equal to
its share of a fixed pool of dollars, defined as 75 percent
of estimated aggregated operating DSH payments under
the prior-law DSH formula multiplied by the national




IPPS payments per stay grew 3.3 percent from 2018
to 2019, faster than in the prior four years

Annual change Average of annual changes,

2019 2015 to 2018
IPPS payments per stay 3.3% 2.7%
Annual update to IPPS operating rates 1.4 1.7
Estimated inpatient market basket 2.9 2.7
Estimated multifactor productivity offset -0.8 -0.5
Budgetary reduction -0.8 -0.5
Other non-budget-neutral updates 0.5 -0.6
Inpatient case mix (net) 0.8 1.5
All other factors 0.6 0.1

Note:  IPPS (inpatient prospective payment system). Analysis includes fee-for-service Medicare beneficiaries’ inpatient stays at IPPS hospitals in the U.S. IPPS payments
per stay exclude uncompensated care payments. “Annual update to IPPS operating base rates” includes estimates as of the time of the final rule. Budgetary
reduction was required by the Affordable Care Act in each of 2010 to 2019. “Other non-budget-neutral updates” includes statutory adjustments for coding and
documentation improvements and the 2017 and 2018 two-midnight policy adjustments. “Inpatient case mix (net)” reflects the change in case mix, net of change
anticipated and accounted for through budgetneutrality factors. “All other factors” includes changes in outlier payments, geographic mix, and capital PPS
payments. Components may not sum to stated totals as a result of rounding.

Source: MedPAC analysis of Medicare Provider Analysis and Review claims and IPPS final rules.

In 2019, uncompensated care payments increased 22
percent to $8.1 billion dollars (Figure 3-7). The 22 percent
increase in the uncompensated care pool in 2019 was the
result of a projected 5 percent increase in the estimate of
what DSH payments would have been under prior law and
a projected 16 percent increase in the national uninsured

rate (from 58 percent of the 2013 rate up to 68 percent

of the 2013 uninsured rate). When the rate of uninsured
individuals increases and hospitals have greater losses

on uncompensated care, CMS gives hospitals higher
uncompensated care add-on payments to their IPPS rates.

TABLE

Annual change

IPPS costs per stay grew 3.2 percent in 2019, faster than in the
prior four years, driven mostly by growth in input prices

Average of annual changes,

2019 2015 to 2018
IPPS costs per stay 3.2% 2.7%
Input prices 2.4 2.1
Imputed change in costs from all other factors,
including increases in productivity and coding 0.7 0.6

Note:  IPPS (inpatient prospective payment system). Analysis includes fee-for-service Medicare beneficiaries’ inpatient stays at IPPS hospitals in the U.S. with complete and
nonoutlier cost report data. Actual inpatient input prices are from CMS market basket data as of the 2020 third quarter. Product of components may not equal

stated totals as a result of rounding.

Source: MedPAC analysis of hospital cost reports and CMS market basket data.
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FIGURE
3-7

Medicare’s uncompensated care payments to IPPS hospitals increased

22 percent in 2019, driven by an increase in the projected uninsured rate
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Source: MedPAC analysis of hospital cost reports.

Ovutpatient payments grew more slowly than costs
in 2019 despite continued profitability on Part B
drugs

In fiscal year 2019, OPPS payments grew more slowly
than costs. OPPS payments at IPPS hospitals increased
5.0 percent, driven primarily by growth in Part B drug
payments, which climbed 12 percent. At the same time,
costs grew by 5.4 percent.

The growth in both OPPS payments and costs were slower
in 2019 relative to prior years, when payments grew at

an average annual rate of 6.6 percent from 2015 through
2019 and costs grew by 6.9 percent over the same time
period. Three factors contributed to the relatively low
growth in 2019. First, hospitals converted fewer acquired
ambulatory surgical centers (ASCs) to provider-based
departments (maintaining them as ASCs instead), which
caused the number of procedures done in HOPDs to be
nearly unchanged from 2018 to 2019. Second, the number
of evaluation and management services (such as office
visits and emergency department visits) increased more
slowly from 2018 to 2019, likely due to a slowdown

in hospital acquisition of physician practices. Third, in
2019, CMS changed the OPPS payment status of an
unusually high number of drugs from pass-through status
to separately payable non-pass-through status. Under the
OPPS, statute requires that all pass-through drugs be paid
at a rate of the drug’s average sales price (ASP) plus 6
percent. Also, CMS has established a policy that sets the
payment rates for separately payable non-pass-through
drugs that hospitals obtain through the 340B Drug Pricing
Program at a rate of ASP minus 22.5 percent. Therefore, as
the drugs that had pass-through status in 2018 transitioned
to separately payable non-pass-through status in 2019,
payments to 340B hospitals for these drugs declined
substantially.

Overall Medicare margin remained negative in

aggregate, but increased in 2019 and was near
zero among hospitals under fiscal pressure and
for-profit hospitals

In aggregate, IPPS hospitals’ overall Medicare margin
remained negative in 2019 but increased to —8.7 percent,
the highest level since 2015 (Figure 3-8, p. 76).
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IPPS hospitals’ overall Medicare margin
remained negative, but increased in 2019
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Source: MedPAC analysis of hospital cost reports.

As discussed earlier, the increase in hospitals’ Medicare
margin in 2019 was primarily because Medicare made
additional payments to hospitals to help cover the costs

of charity care and non-Medicare bad debts. In addition,
IPPS payments per inpatient stay grew faster than
hospitals’ costs per stay, in part attributable to payment
rates that included an overestimate of input price inflation.

While IPPS hospitals’ overall margin remained negative
in aggregate, two groups of IPPS hospitals’ margins
increased to about zero in 2019:

®  Hospitals under fiscal pressure have lower costs and
therefore a higher Medicare margin. Hospitals under
fiscal pressure—defined as hospitals with a median
non-Medicare margin of less than 1 percent over five
years—continued to have lower Medicare inpatient
costs and a higher overall Medicare margin.'® We
estimate the quarter of IPPS hospitals under high fiscal
pressure in 2019 had a Medicare margin of about O
percent, while the two-thirds under low fiscal pressure

had a Medicare margin near —11 percent (Figure 3-9).
The remaining hospitals with medium pressure had
performance in the middle. The higher margin among
hospitals under high fiscal pressure was driven by
these hospitals’ lower standardized inpatient costs
per case, which were 9 percent below the hospitals
under low pressure to constrain costs (data not
shown). Hospitals under high fiscal pressure tended
to have slightly higher shares of inpatients paying at
government rates (43 percent of inpatient days were
attributed to Medicare and Medicaid FFS patients, on
average). Hospitals under high fiscal pressure also had
better margins on Medicare outpatient services than
hospitals under low pressure, but the differences were
less than for inpatient services.

These findings are consistent with those of other
researchers who generally have found that increases
in Medicare payments result in increases in costs.
For example, White and Wu found that hospitals that
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Medicare margin (in percent)

IPPS hospitals’ overall Medicare margin neared zero in 2019 among

hospitals under high fiscal pressure and among for-profit hospitals
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e: MedPAC analysis of hospital cost reports.

received higher Medicare payment increases resulting
from policy changes tended to have higher cost growth
(White and Wu 2014). They also found that lower
Medicare price growth did not cause hospitals to
increase prices negotiated with commercial insurers,
contrary to “cost-shift” theory. Instead, White found
lower Medicare prices led to lower cost growth (White
2013). Similar findings have been reported by others
(Clemens and Gottlieb 2017, Frakt 2015). A different
study examined how hospitals responded when

they received a large increase in their wage index
through Section 508 of the Medicare Modernization
Act. The study found that the hospitals that received
higher Medicare payments through the 508 program
“treated more patients, increased payroll, hired

nurses, added new technology, raised CEO pay, and
ultimately increased their spending by over $100
million annually” (Cooper et al. 2017). One exception
to the literature is a recent working paper that finds

faster commercial price growth at hospitals that were
penalized under the HRRP; however, the authors
caution it is not definitive evidence of cost shifting
(Darden et al. 2019). The implication of these studies
is that constraining Medicare prices should help
constrain hospital costs.

e For-profit hospitals have a higher Medicare margin.
Similar to hospitals under fiscal pressure, we estimate
that in 2019, the Medicare margin for for-profit IPPS
hospitals was roughly O percent, well above the
Medicare margin at nonprofit hospitals (Figure 3-9).

Consistent with historical trends, in 2019 the Medicare
margin continued to vary substantially across other
hospital characteristics. In particular:

®  Rural hospitals continued to have a higher Medicare
margin than urban hospitals. IPPS hospitals outside
of metropolitan and micropolitan areas continued to
have a higher Medicare margin than those in less rural
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IPPS hospitals’ overall Medicare margin was higher among hospitals

in rural areas and those that treat a high share of low-income patients
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areas in 2019 (Figure 3-10). The higher margin at
IPPS rural hospitals is in large part attributable to

the additional IPPS payments many rural hospitals
receive, such as through the sole community hospital
(SCH), Medicare-dependent hospital (MDH), and
low-volume hospital (LVH) designations. Critical
access hospitals’ Medicare margin held steady in
2019 at near —2 percent (data not shown).17 Over

95 percent of rural hospitals receive some type of
increase in their inpatient payment rates as a result of
SCH, MDH, LVH, or critical access hospital special
payments.

®  DSHs and teaching hospitals continued to have
a higher Medicare margin than other hospitals.
Hospitals receiving two large IPPS adjustments—
those that treated a disproportionate share of low-
income patients (DSHs) and teaching hospitals—
continued to have a higher Medicare margin than other
hospitals (Figure 3-10).

Relatively efficient hospitals The Commission follows two
principles when identifying a set of efficient providers.
First, the providers must do relatively well on cost and
quality metrics. Second, the performance has to be
consistent, meaning that the provider cannot have poor
performance on any metric over the past three years. In the
hospital sector, the variables we use to identify relatively
efficient hospitals are hospital-level mortality rates

GM™ risk-adjusted all-condition mortality), readmission
rates (3M potentially preventable readmissions), and
standardized inpatient Medicare costs per case. Our
assessment of efficiency is not in absolute terms, but
rather, relative to a comparison group of other IPPS
hospitals.'®

Categorizing hospitals as relatively efficient We assigned
hospitals to the relatively efficient group or the control
group according to each hospital’s performance relative
to the national median on a set of risk-adjusted cost and
quality metrics over the 2016 to 2018 period. We then
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examined the performance of the two hospital groups in
fiscal year 2019.

Hospitals were identified as relatively efficient if they met
four criteria in each year from 2016 to 2018:

* Risk-adjusted mortality rates were among the best
two-thirds of all hospitals.

* Risk-adjusted readmission rates were among the best
two-thirds of all hospitals.

* Standardized costs per discharge were among the best
two-thirds of all hospitals.

* Risk-adjusted mortality or standardized costs per
discharge were among the best one-third of all
hospitals.

The objective was to identify a sample of hospitals that
consistently performed at an above-average level on

at least one measure (cost or quality) and that always
performed reasonably well on all measures. Because we
screen out hospitals that have few Medicaid patients or
have poor performance in a single year, our methodology
does not seek to identify all efficient hospitals, only a
subsample of relatively efficient hospitals. The rationale
for this methodology and the details of computing the
various measures are discussed in our March 2011 report
(Medicare Payment Advisory Commission 2011). As

a secondary check on hospital quality, we also require
that at least 60 percent of the hospital’s patients rated the
hospital a 9 or 10 on a 10-point scale (in the year before
the performance period)."”

Examining performance of relatively efficient and other
hospitals from 2016 to 2018 Of the 1,473 hospitals with
available data that met our screening criteria during the
2016 to 2018 period, 224 (15 percent) were found to be
relatively efficient.’’ We examined the performance of
relatively efficient hospitals on three measures by reporting
the group’s median performance divided by the median for
the set of hospitals in our analysis (Table 3-5, p. 80). The
median efficient hospital’s relative risk-adjusted 30-day
mortality rate for the 3-year historical performance period
was 90 percent of the national median, meaning that the
30-day mortality rate for the efficient group was 10 percent
below (that is, better than) the national median. The median
readmission rate for the efficient group was 8 percent
below the national median. The standardized Medicare cost
per discharge for the efficient group was 9 percent lower
than the national median.

Characteristics of relatively efficient hospitals The sample
of relatively efficient hospitals represented 15 percent of all
hospitals; were spread across the country; and represented
diverse categories of hospitals, including teaching,
nonteaching, rural, urban, for profit, and nonprofit, as

well as hospitals serving large numbers of low-income
patients. While most types of hospitals were represented

in the efficient group, a disproportionate share of efficient
hospitals had relatively high volumes of admissions.
Volume primarily affects our efficiency measures through
two metrics. First, higher volume hospitals tended to have
lower risk-adjusted mortality. Second, we require some
consistency of results over three years and remove any
hospital that performed in the bottom third on any metric
in a single year from the efficient group.?! Thus, random
variation in smaller hospitals may make them more likely
to be excluded from our efficient sample. The effect of
higher volume could explain why 19 percent of teaching
hospitals were deemed relatively efficient by our criteria
and only 13 percent of nonteaching hospitals met our
criteria (data not shown). Similarly, 9 percent of rural
hospitals were deemed relatively efficient compared with
17 percent of urban hospitals (which had more than double
the volume of rural hospitals on average). For-profit and
nonprofit hospitals were both deemed relatively efficient
15 percent of the time. While for-profit hospitals had lower
costs (Figure 3-9, p. 77), nonprofit hospitals tended to
perform slightly better on our quality metrics. The efficient
group had a share of Medicaid patients similar to the share
at other hospitals.??

Lower costs allowed the relatively efficient hospitals to
generate better Medicare margins. In 2019, the median
hospital in the efficient group had a —1 percent margin on
Medicare while the median hospital in the comparison
group had a Medicare margin of —7 percent (Table 3-5, p.
80). The relatively efficient group also continued to perform
better on quality metrics during the 2019 performance
period, with risk-adjusted mortality equal to 92 percent of
the national median and risk-adjusted readmissions equal to
95 percent of the national median (Table 3-5).

Projected Medicare margin for 2021

We project IPPS hospitals’ Medicare margins in 2021
based on payments and costs from the most recent year
of available data (2019) and policy and environmental
changes that took place in 2020 and are anticipated in
2021. While the coronavirus PHE has made 2020 an
anomalous year in many respects and it is impossible to
predict with certainty the extent to which these effects

Report to the Congress: Medicare Payment Policy | March 2021 79



Performance of relatively efficient hospitals

Type of hospital

Relatively efficient, Other
Relative performance measure 2016-2018 hospitals
Number of hospitals 224 1,249
Share of hospitals in our study sample 15% 85%
Historical performance, 2016-2018 (percent of national median)
Risk-adjusted:
Composite 30-day mortality (3M™) 90% 101%
Readmission rates (3M) 92 101
Standardized Medicare costs per discharge 91 103
Performance metrics, 2019 (percent of national median)
Risk-adjusted:
Composite 30-day mortality (3M) 92% 101%
Composite 30-day readmission (3M) 95 101
Standardized Medicare costs per discharge 91 103
Share of patients rating the hospital a 9 or 10 (out of 10) 73 71
Median:
Overall Medicare margin, 2019 -1% 7%
Non-Medicare margin, 2019 9 9
Total (all-payer) margin, 2019 7 6
Share of patients where Medicaid is the primary payer 6 7

Note:  Relative values are the median for the group as a percent of the median of all hospitals that met inclusion criteria for our study sample. Per case costs are
standardized for area wage rates, case-mix severity, prevalence of outlier and transfer cases, interest expense, low-income shares, and teaching intensity. Composite
mortality was computed using the 3M methodology to compute risk-adjusted mortality for all conditions. We removed hospitals with a low share of Medicaid patients
(the bottom 10 percent of hospitals) and hospitals in markets with high service use (top 10 percent of hospitals) in response to concerns that socioeconomic conditions
and aggressive treatment patterns can influence unit costs and risk-adjusted quality metrics.

Source: MedPAC analysis of Medicare cost report and claims-based quality data.

will continue into 2021, our best estimate is that [IPPS
hospitals’ Medicare margin in 2021 will increase relative
to 2019, driven by substantially higher payment-rate
updates in 2020 and 2021 than in 2019 and prior years,
and the suspension of Medicare sequestration through the
first half of fiscal year 2021.

The annual update to the IPPS operating and OPPS
base rates was 2.6 percent in 2020 and 2.4 percent in
2021 (Table 3-6). This cumulative 5.1 percent increase
is substantially higher than in prior years, attributable
to the expiration of statutory reductions in hospital
updates required by the Affordable Care Act in each of

2010 through 2019 and lower productivity offsets. IPPS
operating rates will also increase in 2020 and 2021 from
the 0.5 percent statutory increase (due to unwinding a
temporary reduction in payments that was put in place
to recoup past overpayments resulting from changes in
providers’ documentation and coding); as a result, IPPS
operating base rates will increase 6.1 percent from 2019
to 2021 (exclusive of budget-neutrality adjustments).
Uncompensated care payments in 2021 will be
approximately the same as in 2019 (data not shown).

The Congress and CMS also made temporary increases to
FFS Medicare payments in 2020 and 2021 in response to

80 Hospital inpatient and outpatient services: Assessing payment adequacy and updating payments



Current-law updates to IPPS and OPPS payment rates

TABLE
3-6

2019 2020 2021 2022
Annual update (IPPS and OPPS) 1.35% 2.6% 2.4% 2.4%*
Estimated inpatient market basket 2.9 3.0 2.4 2.7*
Estimated multifactor productivity offset -0.8 -0.4 0.0 -0.3*
Budgetary reduction -0.75 0.0 0.0 0.0
Additional statutory increase (IPPS only) 0.5 0.5 0.5 0.5

Note:  IPPS (inpatient prospective payment system), OPPS (outpatient prospective payment system). Budgetary reduction was required by the Affordable Care Act in each
of 2010 to 2019. The other statutory adjustments are the unwinding of prior adjustments for documentation and coding required in the Medicare Access and CHIP
Reauthorization Act of 2015. Separate updates to inpatient capital base rates are not shown.

*Based on forecasts as of third quarter of 2020; forecast used to set actual update will be revised to use most recent economic data at the time the final rule for

fiscal year 2022 is published in late summer 2021.

Source: MedPAC analysis of IPPS final rules and CMS market basket data.

the coronavirus PHE. The Congress increased Medicare
payments to hospitals and other sectors by suspending the
2 percent Medicare sequestration from May 2020 through
March 2021. In addition, for the duration of the PHE,
COVID-19 inpatient stays receive a 20 percent increase
in IPPS payments, and hospitals will receive additional
payments to cover the higher costs of any new COVID-19
treatments authorized for emergency use.

An area of greater uncertainty is hospitals’ cost growth.
However, we anticipate it will continue to be less than the
combined growth in input prices and case mix, consistent
with historical trends (Medicare Payment Advisory
Commission 2020b). While hospitals will continue to
have COVID-19 cases in 2021 and incur associated costs,
these cases will also increase hospitals’ case mix. Given
the small share of hospital inpatient stays that are for
COVID-19 and the additional payments for these cases

(a 20 percent increase in base payments and additional
payments for COVID-19 treatments), we do not anticipate
that COVID-19 cases will have a material effect on
hospitals’ Medicare margin.

Considering these factors, we expect IPPS hospitals’
aggregate Medicare margin in 2021 to improve to
approximately —6 percent under current law. We also
expect the efficient providers’ Medicare margin will
improve in 2021 to become slightly positive. The exact

increase in hospitals’ Medicare margin will depend in
large part on the duration and severity of the coronavirus
pandemic, volume changes, case-mix changes, and
changes in costs relative to input price inflation, as well as
any congressional response to the pandemic.

How should Medicare payment rates
change in 2022?

The update recommendation for hospital payment rates

in 2022 is based on indicators of beneficiaries’ access to
care, quality of care, hospitals’ access to capital, and the
relationship between FFS Medicare payments and hospital
costs.

RECOMMENDATION 3

For fiscal year 2022, the Congress should update the 2021
Medicare base payment rates for acute care hospitals by 2
percent.

RATIONALE 3

Our payment adequacy indicators show that FFS Medicare
beneficiaries continued to have good access to inpatient
and outpatient acute hospital care, hospital quality
improved, and hospitals maintained strong access to

Report to the Congress: Medicare Payment Policy | March 2021 81



capital markets, despite a negative Medicare margin. In
addition, a 1.35 percent annual update (together with other
statutory changes and increases in uncompensated care)
was sufficient to improve hospitals’ Medicare margin in
2019 and for Medicare payments to almost cover the costs
of relatively efficient hospitals.

The recommendation of a 2 percent update to hospital
payment rates balances several imperatives:

* maintain payments high enough to ensure
beneficiaries’ access to hospital care,

*  maintain payments close to hospitals’ cost of
efficiently providing high-quality care,

*  maintain fiscal pressure on hospitals to constrain
costs and improve the long-term sustainability of the
Medicare program, and

* minimize differences in payment rates for similar
services across sites of care.

We estimate that an update to hospital payment rates of

2 percent in 2022—together with the additional statutory
0.5 percent increase to inpatient payments and a 0.8
percent increase to inpatient payments from our standing
recommendation to replace the current penalty-only
quality payment programs with an HVIP that balances
reward and penalties—would be high enough to maintain
beneficiaries’ access to care and exceed the cost of
delivering high-quality care efficiently. The net 3.3 percent
increase in inpatient payments and 2 percent increase in
outpatient payments would also continue to keep some
fiscal pressure on hospitals to constrain costs and would
limit (relative to current law) growth in the differential

between rates paid for physician office visits on a hospital
campus and rates paid for office visits at freestanding
physician offices.

The coronavirus PHE affected hospital payment adequacy
indicators; however, based on information available at

the time of this publication, we do not anticipate any
long-term changes persisting past the end of the PHE that
would warrant an additional increase in the annual update
to hospital payments in 2022. Instead, to the extent that the
PHE continues, any needed additional financial support
should be targeted to affected hospitals that are necessary
for access.

IMPLICATIONS 3

Spending

*  Current law is expected to increase hospital payment
rates by 2.4 percent (a 2.7 percent market basket
less a 0.3 percent productivity adjustment). The
recommended update of 2.0 percent—together
with the additional statutory 0.5 percent increase
to inpatient payments and 0.8 percent increase
from our standing HVIP recommendation—would
increase combined spending on hospital inpatient and
outpatient services relative to current law. On net, the
recommendation would increase Medicare spending
by between $750 million and $2 billion in 2022 and
by $5 billion to $10 billion over five years.

Beneficiary and provider

*  We do not expect the recommendation, relative to
current law, to materially affect beneficiaries’ access
to care or providers’” willingness to treat Medicare
beneficiaries. B
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Mandated report: Expanding the post-acute care transfer policy to hospice

The Bipartisan Budget Act (BBA) of 2018
expanded the inpatient prospective payment
system (IPPS) post-acute care (PAC) transfer
policy to include hospital transfers to hospice beginning
fiscal year 2019. The BBA of 2018 mandated that the
Commission evaluate and report on the effects of this
policy change. The Commission provided preliminary
results in our March 2020 report to the Congress. The
Commission is required to submit its final report to
the Congress by March 15, 2021. The analysis herein
constitutes the Commission’s final report and is based
on the first five quarters of experience under the new
policy (from October 2018 through December 2019).
We find no evidence of adverse effects of the transfer
policy on beneficiaries’ access to hospice care.

The PAC transfer policy

The PAC transfer policy applies to discharges from
IPPS hospitals to long-term care hospitals, children’s
hospitals, cancer hospitals, inpatient psychiatric
facilities, inpatient rehabilitation facilities, skilled
nursing facilities, and home health agencies. As of
October 2018, it also applies to discharges to hospice.

Under the PAC transfer policy, some short inpatient
stays that are discharged to a PAC setting receive a
reduced payment. Short stays are defined as lengths of
stay that are more than one day below the geometric
mean length of stay for a given diagnosis under
Medicare’s classification system—Medicare severity—
diagnosis related groups (MS—DRGs). Short stays

for certain DRGs that are discharged to a PAC setting
receive a reduced payment. The PAC transfer policy
applies to a subset of MS—-DRGs that have a relatively
high prevalence of short stays followed by discharge
to PAC. In fiscal year 2019, the PAC transfer policy
applied to 279 of 761 MS-DRGs.

For short stays by patients classified in eligible MS—
DRGs that are followed by PAC, payment for IPPS
hospitals is calculated by dividing the full MS-DRG
payment amount by the geometric mean length of stay
for the MS-DRG. The IPPS hospital generally receives

a payment that is double the per diem rate for the

first day of the stay plus a per diem payment for each
additional day of the stay, with the total payment not to
exceed the full MS-DRG payment amount. A special
payment formula exists—with a higher first-day payment
amount—for a small subset of MS—DRGs that have
disproportionately high first-day costs.

Mandated report

The BBA of 2018 requires that the Commission
evaluate the effects of the expansion of the PAC transfer
policy to hospice on:

* the number of discharges of hospital inpatients to
hospice,

* the length of stays of patients in an inpatient
hospital setting who are discharged to hospice,

*  Medicare spending, and

e any other areas determined appropriate by the
Commission.

In conducting the evaluation, the Commission was
directed to consider factors such as whether the timely
access to hospice care by patients admitted to a hospital
has been affected by changes to hospital policies or
behaviors made as a result of this policy.

Results of evaluation: No discernable changes
in timely access to hospice care

The expansion of the PAC transfer policy to hospice
resulted in savings of about $304 million in fiscal year
2019 and about $78 million in the first quarter of fiscal
year 2020.

In the first five quarters of experience under the new
policy, we do not observe discernable changes in
timely access to hospice care by hospital inpatients.
The share of discharges to hospice among hospital
inpatients appears to have increased slightly in this
period, consistent with historical trends of increasing
hospice use. Lengths of stay for hospital inpatients

(continued next page)




Mandated report: Expanding the post-acute care transfer policy to hospice (cont.)

discharged to hospice oscillated before the policy
change, making it difficult to interpret quarter-to-
quarter changes in lengths of stay. In the first five
quarters of the new policy, lengths of stay for inpatients
discharged to hospice were within the range observed
in prior quarters. An examination of hospice referral
trends and inpatient length of stay for the 10 MS-DRGs
with the greatest number of discharges to hospice also
suggests that the expansion of the transfer policy has
not adversely affected beneficiaries’ timely access to
hospice care.

Number of discharges of hospital inpatients to hospice
The share of fee-for-service (FFS) Medicare hospital
inpatients discharged to hospice has increased or
remained stable in the first five quarters of the policy
(through the first quarter of fiscal year 2020), consistent

with historical trends (Figure 3-11). Among inpatients
in medical MS-DRGs, discharges to hospice appear to
have increased slightly in the first five quarters under
the new policy, both for those MS—-DRGs that are
subject to the transfer policy and for those that are not.

For surgical DRGs, the share of patients discharged

to hospice has remained stable both for MS-DRGs

that are and are not subject to the transfer policy.

An examination of hospice referral trends for the 10
MS-DRGs with the greatest number of discharges to
hospice also suggests that the PAC transfer policy has
not adversely affected hospice referral rates. For each of
these MS—DRGs, the share of inpatients discharged to
hospice increased or changed little between first quarter
2018 and first quarter 2020 (Table 3-7, p. 87).

(continued next page)
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Mandated report: Expanding the post-acute care transfer policy to hospice (cont.)

Hospital length of stay The mandate directs the
Commission to examine hospital length of stay for FFS
Medicare patients discharged to hospice to determine
whether it has changed in response to the transfer
policy. Under the PAC transfer policy, when patients are
discharged to a setting subject to the policy, the hospital
receives a reduced payment only if the patient’s hospital
length of stay is equal to or less than the short-stay
threshold (defined as one day less than the geometric
mean length of stay for the MS—DRG). One way a
hospital could theoretically avoid the reduced payment
for a patient transferred to hospice would be to keep the
patient in the hospital until the length of stay exceeds
the short-stay threshold. However, it is also possible
that the PAC transfer policy does not play a significant
role in discharge decisions for hospice patients. The

decision to refer a patient to hospice and the timing of
a patient’s hospice election is complex and influenced
by many factors, including the patient’s condition,
providers’ communication with the patient and family
about the patient’s prognosis, the patient’s and family’s
understanding of the prognosis, and preferences for
conventional care versus palliative care.

To examine whether hospital length of stay has changed
with the expansion of the transfer policy, we analyzed
inpatient length of stay for patients discharged to
hospice and calculated the share of those patients with
inpatient stays longer than the short-stay threshold
(which we refer to as “long” inpatient stays). If the
expansion of the transfer policy to hospice were
resulting in hospice patients staying in the hospital

(continued next page)
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Mandated report: Expanding the post-acute care transfer policy to hospice (cont.)

longer, we would expect the share of patients with long
inpatient stays to increase.

Overall, the data on inpatient length of stay do

not indicate discernable changes in FFS Medicare
beneficiaries’ timely access to hospice care in the first
five quarters of the policy. Figure 3-12 (p. 85) and
Figure 3-13 show the share of patients transferred to
hospice with “long” inpatient stays for medical and
surgical MS—-DRGs, respectively. In general, the share
of inpatients discharged to hospice with long inpatient
stays oscillates over time, which suggests that caution
should be taken in interpreting any quarter-to-quarter
changes. For both medical and surgical MS—DRGs that
are subject to the transfer policy, the share of inpatients
discharged to hospice who had “long” inpatient stays

increased modestly between first quarter 2018 and first
quarter 2020 but remains within the historical range
(Figure 3-13).

Examining the 10 MS—-DRGs with the most hospice
discharges, we do not see evidence suggesting that the
hospice transfer policy has led to longer hospital stays
for patients referred to hospice. For 7 of 10 MS-DRGs,
the share of patients discharged to hospice who had
long inpatient stays declined or changed little between
first quarter 2018 and first quarter 2020 (Table 3-7).
Over this period, the share of inpatients discharged to
hospice with long inpatient stays increased modestly
for MS—-DRG 280 (acute myocardial infarction) and
MS-DRG 853 (infectious and parasitic diseases). The
increase in long inpatient stays for MS—DRG 853 is

(continued next page)
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Mandated report: Expanding the post-acute care transfer policy to hospice (cont.)

consistent with historic trends for this MS-DRG and MS-DRG, rather than an increase in inpatients’ actual
predates expansion of the transfer policy to hospice lengths of stay.??

(data not shown). For MS—-DRG 280, the share of
patients discharged to hospice with long inpatient stays
has oscillated over time, and the 2020 level is within
the historical range since 2015 (data not shown). For
MS-DRG 54 (nervous system neoplasm), the share of
patients discharged to hospice with long inpatient stays
appears to have increased substantially; however, this

In summary, this evaluation of data on hospice referrals
from inpatient hospitals and on inpatient length of stay
for FFS Medicare beneficiaries referred to hospices
finds no evidence of adverse effects on beneficiary
access to hospice care over the first five quarters of

the new policy expanding the PAC transfer policy to

increase is an artifact of a change in the definition of hospice. ®
what constitutes a short stay versus a long stay for this
TABLE
3-7 Hospice referral rates and inpatient lengths of stay for the 10 MS-DRGs

with the most hospice referrals, first quarters 2018 and 2020

Share of inpatients
discharged to hospice
with inpatient lengths

Share of inpatients of stay greater than the
discharged to hospice short-stay threshold in
in first quarter of: first quarter of:
Ms-
DRG  Description 2018 2020 2018 2020
871 Septicemia or severe sepsis without MV >96 hours and 8.5% 8.9% 66.4% 66.5%
with MCC
291 Heart failure and shock with MCC or peripheral 5.1 5.0 70.1 69.3
extracorporeal membrane oxygenation
064 Intracranial hemorrhage or cerebral infarction with MCC 12.9 13.7 56.5 55.3
177 Respiratory infections and inflammations with MCC 11.2 11.8 61.5 61.4
682 Renal failure with MCC 7.9 8.6 66.3 66.4
280 Acute myocardial infarction, discharged alive with MCC 7.6 7.7 63.4 65.3
193 Simple pneumonia and pleurisy with MCC 4.4 4.6 68.8 68.7
640 Miscellaneous disorders or nutrition, metabolism, fluids/ 5.8 6.0 75.0 74.1
electrolytes with MCC
853 Infectious and parasitic diseases with operating room 53 5.5 62.6 65.5
procedure and MCC
054 Nervous system neoplasms with MCC 3.8 3.8 62.0 79.4*

Note:  MS-DRG (Medicare severity—diagnosis related group), MV (mechanical ventilation), MCC (major comorbidities and complications), CC (comorbidities and
complications). Data displayed are for first quarter of the fiscal year. Analysis includes fee-for-service Medicare beneficiaries’ inpatient stays across inpatient
prospective payment system hospitals in the U.S.

*For MS-DRG 54, the short-stay threshold changed from two days in 2018 to one day in 2020. This change in definition caused the share of stays
exceeding the shortstay threshold to increase between 2018 and 2020.

Source: MedPAC analysis of Medicare claims data.




Endnotes

1

Other types of hospitals provide post-acute or other
specialized care, such as inpatient rehabilitation facilities
(Chapter 9), long-term care hospitals (Chapter 10), and
psychiatric hospitals. Short-term acute care hospitals can also
provide other services, such as post-acute care services, in
distinct units.

Throughout this chapter, we use the term “FFS Medicare”

or “traditional Medicare” as equivalents to the CMS term
“Original Medicare.” Collectively, we distinguish the payment
model represented by these terms from other models such as
Medicare Advantage or advanced alternative payment models
that may use FFS mechanisms, but which are designed

to create different financial incentives. Examples of other
Medicare payment methodologies for inpatient and outpatient
services at short-term acute care hospitals include cost-based
reimbursement to small hospitals designated as critical

access hospitals and Maryland’s all-payer global budget. In
addition, even at PPS hospitals, certain inpatient costs are
paid separately, such as organ acquisition costs. Hospitals
also receive Medicare payments for post-acute care services
and for their costs of direct medical education. These other
payment methodologies are beyond the scope of this chapter
but are included in our estimates of IPPS hospitals’ overall
Medicare margin.

Under each Medicare payment methodology, Medicare pays
the approved amount minus any beneficiary liability, such as
a deductible or copayment; the provider then needs to collect
the remaining amount from the beneficiary or a supplemental
insurer. Medicare reimburses providers for 65 percent of bad
debts resulting from beneficiaries’ nonpayment of deductibles
and copayments after providers have made reasonable efforts
to collect the unpaid amounts. This total payment estimate
does not reflect any unreimbursed bad debt.

Medicare uses the OPPS to pay for outpatient services

at all IPPS hospitals (other than those that are part of the
Indian Health Service); certain specialized short-term acute
care hospitals (cancer and children’s hospitals); and other
types of hospitals, such as psychiatric, long-term care, and
rehabilitation hospitals.

In 2019, the Department of Veterans Affairs finalized
regulations to implement the new Veterans Community

Care program under the MISSION Act. This rule maintains
payment rates for most care at non- VA facilities not to exceed
FFS Medicare rates, but includes exceptions, such as allowing
higher rates in highly rural areas and clarifying that reference
Medicare rates include those for critical access hospitals
(Department of Veterans Affairs 2019).

10

11

For example, beginning in 2016, Montana’s state employee
health plan implemented contracts with Montana hospitals in
which hospital payments were based on a percentage above
Medicare rates (http://benefits.mt.gov/Portals/195/HCBD %20
Annual%20Report_Proof10.pdf). Oregon followed in 2017,
setting hospital payment rates for its state employee plan

at 200 percent of Medicare payment rates for in-network
hospitals and 185 percent for out-of-network hospitals (ORS
§243.256). Other states, such as Colorado and North Carolina,
have made proposals to base payment rates on a percentage of
Medicare rates. In addition, Washington State created a public
option beginning in 2021 in which aggregate payments for all
covered benefits (exclusive of pharmacy) are capped at 160
percent of Medicare (WSL RCW §41.05.410).

For more details on the IPPS, see the Hospital Acute Inpatient
Services Payment System document in our Payment Basics
series at http://medpac.gov/docs/default-source/payment-
basics/medpac_payment_basics_20_hospital_final_sec.
pdf?sfvrsn=0.

For more details on the OPPS, see the Outpatient Hospital
Services Payment System in our Payment Basics series at
http://medpac.gov/docs/default-source/payment-basics/
medpac_payment_basics_20_opd_final_sec.pdf?sfvrsn=0.

Under Section 319 of the Public Health Services Act, the
Secretary of Health and Human Services may determine that a
disease or disorder presents a public health emergency (PHE)
or that a PHE, including significant outbreaks of infectious
disease or bioterrorist attacks, otherwise exists. The Secretary
first determined the existence of a coronavirus PHE, based

on confirmed cases of COVID-19 in the U.S., on January 31,
2020. At the time of publication, the coronavirus PHE had
been renewed four times, most recently on January 7, 2021.

For the first three categories in our payment adequacy
framework—access to care, quality, and access to capital—
we generally include all short-term acute care hospitals in
the U.S., regardless of Medicare’s payment methodology.
However, because the primary goal of our assessment of
hospital payment adequacy is to make recommendations on
the annual update to IPPS operating and OPPS base payment
rates, our examination of the relationship between hospitals’
payments and costs is limited to hospitals paid under the
IPPS.

Hospital closures are defined as cessation of Medicare
beneficiaries’ access to inpatient services at a general short-
term acute care hospital or critical access hospital in the
U.S. (exclusive of territories). Closures do not include the
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12

13

14

15

16

17

18

relocation of inpatient services from one hospital to another
under common ownership within 10 miles, nor do closures
include hospitals that both opened and closed within a 5-year
time period. The number of hospital closures and openings in
a given year can change over time as hospitals reopen or dates
of closure are updated.

CAHPS is a registered trademark of the Agency for
Healthcare Research and Quality.

We used monthly hospital employment estimates from the
Bureau of Labor Statistics’ national current employment
statistics, December 2020 (https://www.bls.gov/ces/data.
htm). The employment data sample includes all private
and government hospitals, while data on weekly hours and
earnings are limited to private hospitals.

The American Taxpayer Relief Act of 2012 required CMS to
recover overpayments to hospitals to account for changes in
the Medicare severity—diagnosis related group documentation
and coding that do not reflect real changes in case mix,
totaling $11 billion over fiscal years 2014 to 2017. The
Medicare Access and CHIP Reauthorization Act of 2015
replaced the single positive adjustment CMS intended to make
in 2018 with a positive adjustment for each of fiscal years
2018 through 2023.

Similar to other FFS Medicare payments, uncompensated care
payments are subject to sequestration.

For more details on how we identified hospitals under fiscal
pressure, see our March 2011 report (Medicare Payment
Advisory Commission 2011).

While Medicare pays critical access hospitals 101 percent
of their allowable costs, the 2 percent sequestration and
unreimbursed bad debt caused these hospitals’ margin to be
slightly negative.

The objective of this analysis is to find a subset of the
relatively efficient hospitals rather than to identify all efficient
hospitals. For example, we exclude small hospitals with under
500 discharges from our analysis, not because we know they
are inefficient, but because we have an insufficient volume of
claims to know whether or not they performed at a relatively
efficient level.

19

20

21

22

23

We use medians rather than means to limit the influence of
outliers on our set of efficient providers.

The 1,473 hospitals are a smaller sample than in past years,
attributable to delays in the reporting of some cost report data.

We do not adjust our costs per discharge for economies of
scale. However, we excluded all hospitals with fewer than 500
Medicare discharges from our analysis. For the remaining
hospitals, economies of scale are not a material factor when
evaluating costs per discharge because costs are roughly
proportionate to the volume of discharges for hospitals with
over 500 Medicare discharges per year (generally over 1,000
all-payer discharges). Teaching hospitals tend to have higher
costs per discharge, but we standardize costs per discharge
by adjusting for the effect of case mix, outlier cases, and the
cost of training residents. After these adjustments, teaching
hospital costs on average are similar to nonteaching hospital
costs. For a more complete description of the methodology,
see online Appendix 3-B from our March 2016 report to the
Congress, available at http://www.medpac.gov/docs/default-
source/reports/chapter-3-online-only-appendixes-hospital-
inpatient-and-outpatient-services-march-2016-report-.pdf.

The efficient hospitals’ shares of Medicaid discharges ranged
from 4 percent at the 25th percentile to 11 percent at the 75th
percentile compared with an interquartile range of 3 percent to
12 percent for all hospitals.

Annually, CMS updates the short-stay threshold for each
MS-DRG based on the geometric mean length of stay for that
MS-DRG using claims data from two years prior. For MS—
DRG 54, the geometric mean length of stay changed from

3.1 days for fiscal year 2018 to 3.0 days for fiscal year 2020.
Because short stays are defined as stays that are more than
one day below the geometric mean length of stay for the MS—
DRG, in fiscal year 2018, one-day and two-day stays were
considered short stays, and in fiscal year 2020 only one-day
stays were considered short stays. This change in definition
caused the increase in “long” inpatient stays between 2018
and 2020.
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CHAPTER

Physician and other health
professional services



R EC O MMENDA AT O N

For calendar year 2022, the Congress should update the 2021 Medicare payment rates for
physician and other health professional services by the amounts determined under current
law.

COMMISSIONER VOTES: YES 17 « NO 0 ¢ NOT VOTING 0 * ABSENT 0




CHAPTER

Physician and other health
professional services

Chapter summary In this chapter

Physici d other health professionals deli id f ices— .
ysicians and other health professionals deliver a wide range of services e Are Medicare fee schedule

payments adequate in 20217
services—in a variety of settings. Medicare pays for these clinician SEerviCes i
using a fee schedule. In 2019, Medicare paid $73.5 billion for clinician * How should Medicare
payments change in 20227

including office visits, surgical procedures, and diagnostic and therapeutic

services, accounting for just under 18 percent of traditional fee-for-service

(FFS) Medicare spending. In the same year, almost 1.3 million clinicians «  Appendix: Findings from the

Commission’s 2020 access-
assistants, therapists, chiropractors, and other practitioners. to-care telephone survey

billed the fee schedule, including physicians, nurse practitioners, physician

In this chapter we recommend a payment rate update for the conversion factor
(a fixed dollar amount) for Medicare’s fee schedule for 2022. Because of
standard data lags, the most recent complete data we have for most payment
adequacy indicators are from 2019. Where relevant, we have considered the
effects of the 2020 coronavirus pandemic on our indicators and whether those
effects are likely to be temporary or permanent. To the extent the effects of the
pandemic are temporary or vary significantly across clinicians, they are best
addressed through targeted temporary funding policies rather than a permanent
change to all clinicians’ payment rates in 2022 and future years. Based on
information available at the time of publication, we do not anticipate any
long-term effects related to the public health emergency that would warrant

changing the annual update to Medicare’s fee schedule for 2022.
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Assessment of payment adequacy

To assess the adequacy of current payment rates for clinicians, we assess
beneficiaries’ access to care, the quality of their care, and providers’ payments and

costs.

Beneficiaries’ access to care—Qverall, beneficiaries’ access to clinician services is

comparable with prior years, despite the current public health emergency.

®  Beneficiaries report relatively good access to care. Consistent with
longstanding trends, the vast majority of beneficiaries reported having a
usual source of care and that their usual care provider spent enough time with
them. In the Commission’s 2020 telephone survey, we also found that higher
shares of Medicare beneficiaries reported being satisfied with their care and
reported having a primary care provider than did privately insured individuals.
Despite being fielded during a pandemic, our survey also found no statistically
significant increase this year in the share of respondents who waited longer
than they wanted for appointments or who reported forgoing care. This finding
may in part be attributable to the substitution of telehealth visits for in-person
visits: 15 percent of beneficiaries reported having a video visit in the past
year, and 37 percent reported having an audio-only phone visit. Although a
majority of beneficiaries reported being able to find a new doctor without any
problem, among the small share who reported difficulties, more beneficiaries
reported problems obtaining a new primary care provider than obtaining a
new specialist. We also found that Black beneficiaries reported more problems
finding a new specialist than did White beneficiaries, and Hispanic beneficiaries
reported longer waits for appointments. Non-elderly Medicare beneficiaries
(most of whom qualify for the program because of disability and have lower
incomes than elderly beneficiaries) reported noticeably more difficulties
accessing care than did elderly beneficiaries.

o The supply of clinicians continues to grow. From 2014 to 2019, growth in the
number of clinicians billing the fee schedule outpaced growth in the number
of beneficiaries. However, during this time, the mix of clinicians changed: The
number of primary care physicians decreased slightly, while the number of
specialists steadily increased, and the number of advanced practice registered
nurses and physician assistants grew rapidly. The share of providers billing
Medicare who are enrolled in Medicare’s participating provider program—
meaning they accept fee schedule amounts as payment in full—remains very high.

®  The number of clinician encounters per beneficiary is growing. The number
of clinician encounters per beneficiary increased modestly over time, with

faster growth from 2018 to 2019 (2.1 percent) compared with the average
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annual growth rate from 2014 to 2018 (1.1 percent). Growth rates varied by
specialty and type of provider. From 2018 to 2019, the number of encounters
per beneficiary with primary care physicians declined by 2.3 percent, while
encounters per beneficiary with advanced practice registered nurses and
physician assistants increased by 10.9 percent. These findings suggest that
beneficiaries are able to access the care they seek even though different

clinicians may be furnishing it.

Quality of care—Geographic variation in traditional Medicare beneficiaries’
ambulatory care—sensitive hospitalizations and emergency department visits signals
opportunities to improve the quality of ambulatory care. There is substantial use of
low-value care among Medicare beneficiaries. (Low-value care is the provision of
a service that has little or no clinical benefit or care in which the risk of harm from
the service outweighs its potential benefit.) We estimate that, in 2018, between 22
percent and 36 percent of beneficiaries in traditional Medicare received at least

one low-value service, and Medicare spending for these services ranged from $2.4
billion to $6.9 billion.

Medicare payments and providers’ costs—Clinicians’ Medicare payments and

input costs continue to rise.

®  Medicare payments per beneficiary are growing. Between 2018 and 2019,
traditional Medicare’s allowed charges (i.e., payments to providers, including
beneficiary cost sharing) for clinician services per beneficiary grew 3.7 percent,
a higher growth rate than in prior years. Among broad service categories,
allowed charges for evaluation and management services between 2018
and 2019 grew 2.9 percent, while imaging services grew 3.5 percent, major
procedures grew 5.1 percent, other procedures grew 5.6 percent, and anesthesia
services grew 2.6 percent.

e  Private insurance payment rates continue to be higher than Medicare
payment rates. In 2019, private insurance payment rates for clinician services
were 136 percent of traditional Medicare’s rates, up slightly from 135 percent
in 2018. The growth of private insurance prices could be a result of increased
consolidation of physician practices, which gives physicians greater leverage to
negotiate higher prices with private plans.

e  Physician compensation is rising. From 2015 to 2019, median physician
compensation from all payers grew by 3.3 percent per year, on average.
However, median compensation in 2019 remains much lower for primary care
physicians than for physicians in certain other specialties, such as radiology
and surgical specialties—underscoring concerns about the mispricing of fee

schedule services and its impact on primary care.
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e  (linicians’ input costs are growing. In 2019, the Medicare Economic Index—
which measures input costs—grew by 1.5 percent. CMS projected that it would
increase by 1.7 percent in 2020 and that it will increase by 1.3 percent in 2021
and 1.6 percent in 2022

How should payment rates change in 2022?

The Medicare Access and CHIP Reauthorization Act of 2015 mandates no update
for clinicians for 2022 (however, clinicians are eligible for performance-based
payment adjustments or can receive an incentive payment worth 5 percent of

their professional services payments if they participate in an advanced alternative
payment model). The Commission’s analyses suggest that Medicare’s aggregate
payments for clinicians are adequate. Therefore, the Commission recommends
that the Congress update the 2022 Medicare payment rates for physician and other

health professional services by the amounts determined under current law. B
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Physicians and other health professionals billing under
traditional Medicare’s physician fee schedule deliver a
wide range of services—including office visits, surgical
procedures, and diagnostic and therapeutic services—in
a variety of settings.' The Medicare program paid $73.5
billion for clinician services in 2019, or just under 18
percent of spending in fee-for-service (FFS) Medicare
(Boards of Trustees 2020).2 In 2019, almost 1.3 million
clinicians, including physicians, nurse practitioners,
physician assistants, therapists, chiropractors, and other
practitioners, billed traditional Medicare for at least one
beneficiary.

Medicare uses a fee schedule to pay for clinician services,
which consists of about 8,000 services. In determining
payment rates for each service, CMS considers the amount
of clinician work required to provide a service, expenses
related to maintaining a practice, and professional liability
insurance costs. These three factors are adjusted for

variation in the input prices in different markets, and

the sum is multiplied by the fee schedule’s conversion
factor (a fixed dollar amount) to produce a total payment
amount.® The conversion factor was $36.09 in 2020.

The Medicare Access and CHIP Reauthorization Act of
2015 (MACRA) established a set of updates for clinicians
billing under the fee schedule. MACRA established two
paths: (1) a payment path for clinicians who participate

in advanced alternative payment models (A—APMs),

such as the Comprehensive Primary Care Plus model or
certain accountable care organization models, and (2) the
Merit-based Incentive Payment System (MIPS) for other
clinicians (Table 4-1).

For 2022, there is no update to clinicians’ base payment
rates scheduled under current law. Instead, clinicians
qualifying for the A—APM incentive payment will receive
a lump sum payment worth 5 percent of their annual
professional services payments. MACRA allows CMS to
give the clinicians in MIPS payment adjustments between
—9 percent and +9 percent (or higher) in 2022 based on

Clinicians are eligible for MIPS performance-based payment adjustments
and A-APM bonuses, but no updates to their base payment rates in 2022

2026
2021 2022 2023 2024 2025 and later
A-APM clinicians
Update 0% 0% 0% 0% 0% 0.75%
A-APM bonus 5% 5% 5% 5% N/A N/A
Other clinicians
Update 0% 0% 0% 0% 0% 0.25%

Potential MIPS adjustments (7% to +7%)  (-9% to +9%)

Additional MIPS adjustments for

“exceptional” performance $500 million $500 million
All clinicians
One-time payment increase 3.75% N/A

(9% 10 +9%) (9% 1o +9%) (9% 1o +9%) (9% to +9%)

$500 million $500 million N/A N/A

N/A N/A N/A N/A

Note:

MIPS (Meritbased Incentive Payment System), A~APM (advanced alternative payment model), N/A (not applicable). The annual change to the conversion factor

(a fixed dollar amount) for Medicare’s physician fee schedule is based on the statutory payment updates listed above and an adjustment to ensure that changes to
the fee schedule’s work relative value units are budget neutral. The 5 percent incentive payment for A~APM participation expires after 2024, as does the additional
$500 million per year used to increase MIPS adjustments for “exceptional” performance. In the Consolidated Appropriation Act of 2021, the Congress increased
fee schedule payments by 3.75 percent in 2021 only; this increase does not continue after 2021.

Source: Medicare Access and CHIP Reauthorization Act of 2015; Bipartisan Budget Act of 2018; and Consolidated Appropriations Act, 2021. www.congress.gov.
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The impact of the coronavirus pandemic on clinicians

on clinician services in Medicare, we analyzed

preliminary Medicare fee-for-service (FFS)
claims data for physician fee schedule (PFS) services
furnished during the first six months of 2020. We found
that allowed charges (i.e., total payments to providers,
including beneficiary cost sharing) for clinician services
dropped sharply starting in March 2020. By April 2020,
total allowed charges were roughly half what they were
in April 2019. Some types of services (e.g., anesthesia
and imaging) experienced larger decreases than others
(e.g., evaluation and management, or E&M). We also
looked at whether changes in allowed charges were
concentrated in particular areas of the country or age
groups, but we found that by April the declines were
generally consistent among different geographic regions,
urban and rural areas, and age groups. In May 2020, total
allowed charges started returning to historic levels, and
by June 2020 allowed charges were only about 5 percent
less than in June 2019. However, the change in allowed
charges continued to vary by type of service, and the
recovery among certain age groups (beneficiaries under
age 65 and over age 84) and regions of the country (New
England and Mid-Atlantic) lagged behind others.

To examine the impact of the coronavirus pandemic

During the coronavirus public health emergency (PHE),
the Congress and CMS temporarily expanded coverage
of telehealth services, giving providers broad flexibility
to furnish telehealth services to ensure that beneficiaries
continue to have access to care and to reduce the risk
of exposure to COVID-19. For example, clinicians may
bill for telehealth services provided to beneficiaries
located in their homes and in urban as well as rural
areas; prior to the PHE, Medicare paid for telehealth
services only if they were provided to beneficiaries in a
clinician’s office or a facility in a rural area. (For more
information on the telehealth expansions, see Chapter
14.) Clinicians responded to these changes by rapidly
adopting telehealth services.

The rapid growth of allowed charges for telehealth
services partially offset the sharp drop in allowed
charges for in-person PFS services in March and April
2020. Telehealth accounted for 16 percent of total
allowed charges for all PES services in April 2020,
compared with 0.1 percent in April 2019. This share
declined to 11 percent in May 2020 and 7 percent in
June as in-person services began to rebound. Telehealth
accounted for a larger share of allowed charges for all
E&M visits than it did for all PES services; for example,
telehealth made up 26 percent of allowed charges for all
E&M visits in April 2020, compared with 16 percent of
allowed charges for all PFS services.

We also examined more highly aggregated but less
complete FFS claims data to analyze trends after June
2020. Between June and early December, the volume
of total primary care visits (which includes both in-
person and telehealth) and elective services such as
colonoscopies and total knee replacement remained
close to or just below the volume of those services
during the same time period in 2019.% It is notable
that the volume of these services did not decline
substantially even though the number of coronavirus
cases began to increase rapidly in October.

In this chapter, we recommend a payment rate update
for 2022. Because of standard data lags, the most
recent complete data we have are from 2019 for most
payment adequacy indicators. We use these data to
make payment recommendations for 2022. To the extent
the effects of the coronavirus pandemic are temporary
or vary significantly across clinicians, they are best
addressed through targeted temporary funding policies
rather than a permanent change to all clinicians’
payment rates in 2022 and future years. (For an
overview of how our payment adequacy analysis takes
account of the pandemic, see Chapter 2.) B

their performance, but historically CMS has given much
smaller adjustments of less than 2 percent. For example,
in 2021, top performance on MIPS measures will yield a
1.79 percent MIPS adjustment, which is comparable with

prior years’ top MIPS adjustment. In 2021, about a million
clinicians will receive additional payments beyond their
base Medicare payment rates: About 800,000 will receive
a positive MIPS adjustment based on their performance
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on measures, and about 200,000 will receive the 5 percent
A—APM bonus. A few hundred thousand clinicians will
receive no payment adjustment because they are exempt
from MIPS (e.g., due to a low volume of Medicare
patients). About 3,000 clinicians will receive negative
MIPS adjustments, primarily because they failed to report
MIPS measure data (Centers for Medicare & Medicaid
Services 2020c, Centers for Medicare & Medicaid
Services 2018a).

As currently implemented, MACRA creates incentives

for clinicians to participate in A—~APMs—first through
bonuses that are larger than MIPS adjustments, then
through differential payment updates. Starting in 2026,
Medicare payment rates for clinicians in A—APMs will
increase by 0.75 percent per year, while rates for MIPS
clinicians will increase only by 0.25 percent per year. Over
time, the difference between payment rates for clinicians
in A—APMs and MIPS will grow, making nonparticipation
in A—APMs increasingly unattractive financially.

Since early 2020, the coronavirus public health emergency
(PHE) has had tragic effects on beneficiaries’ health.” It
also has had material effects on providers’ patient volume,
revenues, and costs. The effects of the pandemic have
varied considerably over time, and it is not clear when
they will end. In recognition of the disruptive effects

the PHE has had on providers’ ability to meet program
requirements, CMS offered clinicians the option of not
reporting results for some or all MIPS measure categories
when calculating their eligibility for MIPS adjustments

in 2021 and 2022. More details about the impact of the
pandemic on clinicians can be found in the text box and
throughout this chapter.

Are Medicare fee schedule payments
adequate in 2021?

We assess the adequacy of existing payment rates

by reviewing beneficiaries’ access to care (including
beneficiaries’ reports of their experience accessing
care, growth in the supply of clinicians, and growth in
the number of clinician encounters per beneficiary).
We also assess the quality of beneficiaries’ care (rates
of ambulatory care—sensitive (ACS) hospitalizations
and emergency department visits and low-value care).
Finally, we assess Medicare payments and providers’
costs (including growth in Medicare payments per

beneficiary, the ratio of private insurance payment rates to
Medicare’s rates for clinician services, growth in physician
compensation from all payers, and the change in input
costs for clinician services). Overall, most indicators show
no significant change from prior years.

Beneficiaries’ access to care

Beneficiaries’ access to care is largely comparable with
(or in some cases, better than) access for privately insured
individuals. Most beneficiaries report no difficulty
accessing care, the number of clinicians billing the fee
schedule is growing faster than beneficiary enrollment

in Medicare, and the number of clinician encounters per
beneficiary is growing.

Beneficiaries report relatively good access to care

Overall, findings from the surveys and focus groups we
use to assess Medicare beneficiaries’ access to care (see
text box, p. 102) are consistent with one another and
similar to prior years. The vast majority of beneficiaries
report being satisfied with their care and not experiencing
trouble accessing care. Our 2020 telephone survey found
that, although wait times for routine care appointments
continue to be experienced by a sizable minority of
beneficiaries, there was no statistically significant increase
this year in the share of beneficiaries who waited longer
than they wanted to for appointments or who reported
forgoing care, compared with last year—even with

the pandemic. This finding may in part be due to the
temporary wide-scale availability of telehealth visits
during this period. Notwithstanding these generally
positive indicators, non-elderly Medicare beneficiaries
reported more difficulties accessing care than elderly
beneficiaries, Hispanic beneficiaries reported longer
waits for appointments, and Black beneficiaries reported
more difficulty finding a new specialist than did White
beneficiaries.

Medicare beneficiaries’ overall satisfaction with care is
higher than that of privately insured patients In our 2020
phone survey, a higher share of Medicare beneficiaries
reported that they were very or somewhat satisfied with
the overall quality of their care (88 percent) compared
with privately insured individuals ages 50 to 64 (82
percent) (Figure 4-1, p. 103). Similarly, CMS’s Medicare
Current Beneficiary Survey (MCBS) found that, in 2018,
93 percent of Medicare beneficiaries were satisfied or very
satisfied with the overall quality of the care they received
in the past year. Similar shares of beneficiaries in our focus
groups rated their Medicare coverage as excellent or good.
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Beneficiary surveys and focus groups used to assess access to care

We used three data sources to assess beneficiaries’
access to care this year:

e  Findings from our customary annual telephone
survey of approximately 4,000 Medicare
beneficiaries ages 65 and over and 4,000 privately
insured individuals ages 50 to 64. The goal
in surveying these two populations is to assess
whether any access concerns reported by Medicare
beneficiaries are unique to the Medicare population
or are part of trends in the broader health care
delivery system. This year’s survey was fielded
from April through October of 2020. Our survey
includes beneficiaries in traditional Medicare and
Medicare Advantage (MA) since it is difficult to
differentiate between these two types of coverage
in a brief survey. MA plans often pay providers
rates that are comparable with traditional fee-for-
service Medicare. This year, we also compare
our survey’s results with those of the National
Institutes of Health—funded Health and Retirement
Study (see text box, p. 106).

e  CMS’s 2018 Medicare Current Beneficiary
Survey (MCBS), a nationally representative

®  Virtual focus groups conducted by the

in-person survey that yielded 14,000 Medicare
beneficiary responses for our analysis. Findings
from the MCBS are not as recent as those from
the Commission’s survey, but the data are more
comprehensive. Therefore, we use the MCBS to
confirm and supplement the trends we observe in
our phone survey. The MCBS’s large sample—
which includes both elderly and non-elderly
beneficiaries—allows us to examine differences
between numerous subgroups of beneficiaries.

Commission in three markets around the
country to obtain an in-depth description of
beneficiary and provider experiences with the
Medicare program. This year, we conducted
three focus groups of Medicare beneficiaries (in
both traditional Medicare and MA) in each of
three markets. One of the groups in each market
was composed of beneficiaries dually eligible for
Medicare and Medicaid. We also conducted three
focus groups with clinicians in each location:
primary care physicians, specialist physicians,
and a mix of primary care and specialist nurse
practitioners and physician assistants. B

The MCBS found that 93 percent of Medicare
beneficiaries reported no trouble accessing care in 2018.
Among the 7 percent of beneficiaries who reported
trouble, difficulty affording the cost of care was the
most commonly cited barrier, mentioned by a third of
these respondents (amounting to about 3 percent of all
respondents).

In our focus groups, most beneficiaries reported timely
access to primary care. Most beneficiaries were able to
get appointments with specialists that they needed and
did not report encountering any specialties not accepting
new patients in their area. However, some beneficiaries
mentioned that, when they called a specialist to make an
appointment, the wait was longer than they expected.

Beneficiaries maintained good access to care during the
pandemic A majority of the beneficiaries in our 2020
phone survey reported that they were able to see a doctor
without waiting longer than they wanted (see Table 4A-1
in the appendix to this chapter, p. 125). Among the subset
of respondents needing an appointment for routine care,
there was no statistically significant difference in the
shares of Medicare beneficiaries and privately insured
respondents who reported waiting longer than they wanted
for this type of care (28 percent vs. 26 percent). Similarly,
among those needing an appointment for an illness or

an injury, identical shares reported waiting longer than
they wanted (19 percent). These percentages were not
statistically different from those reported last year (i.e.,
statistically the same).
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More Medicare beneficiaries are satisfied with the overall quality

of their health care than privately insured individuals, 2020

Medicare beneficiaries
ages 65 and up

Privately insured individuals
ages 50 to 64

68% 20% 88%
Very safisfied Somewhat satisfied | Satisfied
% 22% 82%
Very safisfied Somewhat satisfied Satisfied
[ I I I
0 20 40 60 80 100

Share of individuals satisfied with care

Note:  Figure does not show the share of respondents who said that they were somewhat dissatisfied, very dissatisfied, did not receive health care in past 12 months, don't

know, or refused to answer the question.

Source: MedPAC-sponsored telephone survey, 2020.

Our finding that Medicare beneficiaries were more likely
to experience delays getting appointments for routine care
than for illnesses or injuries is consistent with other surveys
fielded by the Centers for Disease Control and Prevention
(CDC) and CMS during the pandemic (Centers for

Medicare & Medicaid Services 2020a, Czeisler et al. 2020).

During the coronavirus PHE, the Congress and CMS
temporarily expanded coverage of telehealth services
(including audio-only telephone services) to ensure that
beneficiaries continue to have access to care and to reduce
the risk of exposure to COVID-19. (For more information
on the telehealth expansions, see Chapter 14.) As a

result, many clinicians began to offer care by means of
telehealth—either through interactive video calls or audio-
only phone calls (Verma 2020).

The Commission’s 2020 survey (fielded from April to
October) found that 15 percent of Medicare beneficiaries
had had a video visit in the past year, and 37 percent had
had an audio-only phone visit. In comparison, privately
insured individuals were less likely than Medicare
beneficiaries to have had an audio-only phone visit (30

percent) and more likely to have had a video visit (18
percent). Medicare beneficiaries’ satisfaction with these
visits was slightly higher than satisfaction with overall
health care: 91 percent of Medicare beneficiaries were
satisfied with their video visits and 92 percent were
satisfied with their phone visits, while 88 percent were
satisfied with their overall health care. Similar trends were
observed among the privately insured. However, in our
focus groups, beneficiaries who had had a telehealth visit
and clinicians who provided these visits generally liked the
idea of telehealth, but their reactions to actual visits were
mixed. They cited the benefits of increased access and
convenience and the challenges of loss of in-person contact
and technology issues.

The Commission’s survey found that only 10 percent of
Medicare beneficiaries reported forgoing care that they
thought they should have received in the past year—
statistically the same as last year and statistically the
same as the share of the privately insured reporting this
(see Table 4A-1 in the appendix to this chapter, p. 125).
Only 4 percent of each insurance group reported forgoing




The share of elderly individuals who reported forgoing care in the

past four weeks declined from June to December, 2020
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observed for the share reporting delaying (as opposed to forgoing) care in the past four weeks.

Source:
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Census Bureau’s Household Pulse Survey, fielded 20 times between April 23 and December 7, 2020. (https://www.census.gov/programs-surveys/household-pulse-

care specifically because of the pandemic. (Similarly, the
CDC survey found that 4 percent of elderly respondents
delayed or avoided urgent or emergency care during the
pandemic (Czeisler et al. 2020).) In our focus groups,
some beneficiaries reported delaying some preventive and
routine visits (e.g., colonoscopies and yearly check-ups),
and some canceled appointments during the early months
of the pandemic. Many said that their appointments

had been rescheduled after being canceled earlier in

the pandemic or that their clinicians had reopened their
offices and were encouraging patients to schedule visits.
This finding is consistent with a Census Bureau survey
fielded every few weeks during the pandemic, which
found several noteworthy trends. First, from April to
December, most elderly individuals did not report forgoing

or delaying care. Second, the shares of elderly individuals
that did report forgoing or delaying care steadily declined
from June to early December. Third, older elderly
individuals were less likely to forgo or delay care than
younger elderly individuals (Figure 4-2) (Census Bureau
2020).

Patients have a harder time finding a new primary care
provider than finding a new specialist Nationally, both
Medicare beneficiaries and those who are privately insured
have an easier time finding a new specialist than finding

a new primary care provider. Our telephone survey asks
respondents whether, when they are looking for a new
doctor, they are able to find one without difficulty. Most
beneficiaries reported that they were able to find a new
doctor without a problem in 2020. Among the 15 percent
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How much of
a problem was it

finding a
primary care
provider?
92%
No 60%

Not a problem

16%
A small problem
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A big problem

How much of
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finding a
specialistg
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Medicare beneficiaries’ experiences finding a new doctor, 2020

Note:

Source: MedPAC's annual access-toare telephone survey, 2020.

Numbers may not sum to 100 percent because the figure does not show the share of respondents who said they didn’t know or refused to answer the question.

of Medicare beneficiaries who looked for a new specialist,
79 percent of this subset reported no problem finding

one. In contrast, among the 8 percent who looked for a
new primary care provider, only 60 percent reported no
problem finding one (Figure 4-3). This pattern of greater
difficulty in finding a new primary care provider relative
to finding a specialist is consistent with experience in prior
years, other surveys, and our beneficiary focus groups, and
is also a trend seen among respondents in our survey who
are privately insured (data not shown). However, because
relatively few individuals were looking for a new clinician
and most of those looking reported no problem finding
one, the share of respondents who reported a big problem
finding a new clinician was very small (1 percent to 2
percent of respondents, depending on the insurance group
and the type of clinician) (see Table 4A-1 in the appendix
to this chapter, p. 125).

The oldest Medicare beneficiaries have slightly better
access to care than younger elderly beneficiaries In our
annual phone survey, Medicare beneficiaries ages 65 to
74,75 to 84, and 85 and over reported similar experiences
accessing care, with only a few statistically significant
differences between these age cohorts. Beneficiaries

ages 85 and older reported better access compared with
younger cohorts on two important dimensions. First,
smaller shares of beneficiaries ages 85 and over reported
being dissatisfied with their care in the past year (2
percent) compared with beneficiaries in the two younger
cohorts (5 percent for each of these groups). Second,
among beneficiaries ages 85 and over looking for a new
primary care provider, only 6 percent had ““a big problem”
finding a new one (amounting to 0.3 percent of Medicare
beneficiaries).
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The Commission’s survey finds results similar to National Institutes of Health’s survey

ach year, the Commission sponsors a telephone

survey of about 4,000 Medicare beneficiaries

ages 65 and older and about 4,000 privately
insured individuals ages 50 to 64. The goal in
surveying these two populations is to assess whether
any access concerns reported by Medicare beneficiaries
are unique to the Medicare population or are part of
trends in the broader health care delivery system. This
year, to confirm the accuracy of the trends observed
in our phone survey, we compared our survey results
with those of a larger survey, the Health and Retirement

to produce nationally representative estimates. In 2016,
HRS interviews were conducted either in person or by
phone, and like the Commission’s survey, interviews
were conducted in English or Spanish depending on the
respondent’s preference. We analyzed HRS responses
from about 9,000 Medicare beneficiaries ages 65 and
older and about 6,000 privately insured individuals
ages 51 to 64.

We analyzed four survey questions that are roughly
comparable with each other in these two surveys

(shown below in Table 4-2, with differences in
question wording noted). We found similar trends

in responses to these questions: Both surveys

suggest that Medicare beneficiaries’ access to care is
comparable with, or better than, that of older privately
insured individuals. B

Study (HRS), which is funded by the National
Institutes of Health. The HRS is a biennial, longitudinal
survey of a representative sample of approximately
20,000 Americans over the age of 50.

Our analysis uses data from 2016 since it is the most
recent year of HRS data available that can be weighted

TABLE
4-2 The Commission’s telephone survey and the National Institutes of Health’s
Health and Retirement Study survey produced similar results, 2016
Medicare beneficiaries Privately insured
ages 65 and older ages 50 or 51 to 64
MedPAC NIH MedPAC NIH
survey survey survey survey
Satisfied with their health care® 86% 86% 80% 77%
Have a usual source of primary care® 94 89 91 89
Had trouble finding a primary care provider® 3 3 4 3
Needed medical care, but did not get it because could not afford itd 1 3 4 6

Note:  NIH (National Institutes of Health). Medicare’s telephone survey includes about 4,000 Medicare beneficiaries ages 65 and older and about 4,000
privately insured individuals ages 50 to é4. The Health and Retirement Study (HRS) is a biennial, longitudinal survey of a representative sample of
approximately 20,000 Americans over age 50. This comparison uses 2016 data because it is the most recent year of HRS data available that can be
weighted to produce nationally representative results.

This row compares two related questions in the NIH and MedPAC surveys. The NIH survey question asks: “Thinking about the quality, cost, and
convenience of your health care, how satisfied are you overall2” The MedPAC survey question asks: “How satisfied have you been with the overall quality
of health care you have received in the past 12 months2”

BThis row compares two related questions in the NIH and MedPAC surveys. The NIH survey question asks: “Is there a place that you usually go to when you
are sick or need advice about your health?” The MedPAC survey asks: “A primary care doctor is the doctor you see in an office or a clinic for routine medical
care, medical check-ups, or when you first experience a medical problem. Do you have a primary care doctor that you go to for this type of care2”

“This row compares two related questions in the NIH and MedPAC surveys. The NIH survey question asks: “In the last two years, did you have any trouble
finding a general doctor or provider who would see you2” The MedPAC survey question asks: “How much of a problem was it finding a primary care
doctor who would treat you2” (combining the share who reported “a big problem” and “a small problem”).

9This row compares several related questions in the NIH and MedPAC surveys. The NIH survey question asks: “In the last two years, was there any

time when you needed medical care, but did not get it because you couldn’t afford it2” The MedPAC question—based on the share of respondents who
answered yes to the question “During the past 12 months, did you have any health problem or condition about which you think you should have seen a
doctor or other medical person, but did not2” —states: “There are different reasons why people do not see a doctor or other medical person about a health
problem or condition. Which of these was the main reason you did not see a doctor about this condition during the past 12 months2” with the response
option: “You thought it would cost too much.”

Source: MedPAC analysis of MedPAC'’s 2016 access-to-care telephone survey, fielded by SSRS, and the 2016 Health and Retirement Study core public use data
set, collected by the University of Michigan, Ann Arbor, MI, with funding from NIH'’s National Institute on Aging.
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Non-elderly Medicare beneficiaries reported more difficulty

accessing care than elderly Medicare beneficiaries, 2018
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Source: MedPAC analysis of CMS’s Medicare Current Beneficiary Survey, 2018.

Non-elderly disabled beneficiaries have more trouble
accessing health care due to cost Non-elderly Medicare
beneficiaries (most of whom qualify for Medicare because
of disability) report noticeably more difficulty accessing
care than elderly beneficiaries (Figure 4-4). The 2018
MCBS found that a lower share of these beneficiaries
reported having a usual care provider (87 percent) compared
with elderly beneficiaries (94 percent). Fewer non-elderly
than elderly beneficiaries reported that their usual care
provider spent enough time with them (79 percent vs. 89
percent). Even starker differences exist between the shares
of non-elderly and elderly beneficiaries who reported trouble
accessing care (20 percent vs. 5 percent) and the shares who
reported forgoing care that they thought they should have
gotten (16 percent of non-elderly vs. 6 percent of elderly).

A particularly troubling finding was the substantial share

of non-elderly beneficiaries who reported delaying care in
the past year due to cost (27 percent) compared with elderly
beneficiaries (8 percent). These difficulties could stem from

the fact that non-elderly beneficiaries typically have lower
incomes than elderly beneficiaries (Jacobson et al. 2017),
yet are no more likely to have supplemental insurance than
other types of Medicare beneficiaries (Cubanski et al. 2018).
As a result, the one in five non-elderly beneficiaries who
lack supplemental coverage are likely to have less income
available for copayments than elderly beneficiaries who go
without supplemental coverage. Given these difficulties, it
is perhaps not surprising that lower shares of non-elderly
beneficiaries reported being satisfied with their care (86
percent) than did elderly beneficiaries (94 percent).

Similar trends have been found in more recent surveys. A
2020 CDC survey found that respondents with disabilities
(regardless of the type of insurance they had) were nearly
twice as likely as nondisabled respondents to report
delaying or forgoing care because of the pandemic (60
percent vs. 35 percent)—although, like elderly Medicare
beneficiaries, they were far more likely to delay or avoid

MECIpAC
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routine care as opposed to urgent or emergency care
(Czeisler et al. 2020).

Hispanic Medicare beneficiaries report longer waits for
appointments, and Black Medicare beneficiaries report
more problems finding a specialist Our 2020 survey
found only a few differences in access to care for different
racial and ethnic groups (see Table 4A-2 in the appendix
to this chapter, p. 126, which compares White respondents
to Black and Hispanic respondents, which we collectively
refer to as “Non-White” respondents).

As with prior years, among those needing an appointment
for routine care, slightly more non-White than White
Medicare beneficiaries reported waiting longer than they
wanted for such appointments (31 percent vs. 27 percent).
A similar trend was observed for appointments for illnesses
or injuries, with 21 percent of non-White beneficiaries
experiencing waits compared with 18 percent of White
beneficiaries, among those needing such appointments.
(Neither of these differences was statistically significant.)

We found no notable differences in the shares of White
and non-White beneficiaries who looked for a new primary
care provider or a new specialist in the past year or in

the shares who reported problems finding new providers.
Smaller shares of Black beneficiaries reported looking

for a new specialist in the past year (9 percent) compared
with White beneficiaries (15 percent) and markedly higher
shares of Black beneficiaries reported experiencing “a
small problem” finding a new specialist compared with
White beneficiaries (22 percent vs. 8 percent). A similar,
but less pronounced, trend exists among those who are
privately insured. There was no difference in the share of
White and non-White beneficiaries who reported forgoing
care in the past year (10 percent of each group).

Among those beneficiaries seeking an appointment for
care, higher shares of Hispanic beneficiaries reported
waiting longer than they wanted, compared with White
beneficiaries, to get appointments for routine care (35
percent vs. 27 percent) and to get appointments for
illnesses and injuries (24 percent vs. 18 percent). Given
these trends, it is perhaps not surprising that lower shares
of Hispanic beneficiaries reported being satisfied with
their health care compared with White beneficiaries (83
percent vs. 89 percent) (data not shown). The same trend
was observed among those who were privately insured.

The 2018 MCBS also allows examination of access-to-
care trends by race and ethnicity. According to this survey,
the majority (usually 90 percent or more) of racial and

ethnic subgroups reported that they had a usual source of
care, the clinician they normally saw spent enough time
with them, they had no trouble accessing care, they did not
forgo care they thought they should have gotten, and they
were satisfied with the quality of their health care. There
were some small differences in the shares that reported
delaying care due to cost: 13 percent of Black beneficiaries
reported delaying care, compared with 11 percent of
Hispanic beneficiaries, 10 percent of White beneficiaries,
and 7 percent of Asian beneficiaries.

Rural beneficiaries have access to care similar to urban
beneficiaries, but report slightly different care patterns
The Commission’s telephone survey usually finds

no substantive differences in access to care for urban

and rural Medicare beneficiaries. In keeping with that
trend, the share of beneficiaries in rural and urban areas
who reported waiting longer than they wanted for an
appointment was statistically the same this year—both for
routine care and for illness or injury care (see Table 4A-3
in the appendix to this chapter, p. 127). There was also no
statistical difference between the share of urban and rural
beneficiaries who reported forgoing care they thought they
should have gotten in the past year.

Some new trends emerged this year, however. First,
slightly lower shares of rural Medicare beneficiaries
reported being satisfied with the quality of their health care
(85 percent) than urban beneficiaries (89 percent)—though
these rates are both relatively high. Second, more rural
beneficiaries reported not seeing any specialists in the past
year (37 percent) compared with urban beneficiaries (31
percent). This divergence was also observed in 2016, but
the trends for seeing specialists returned to similar levels
in subsequent years.

Other 2020 survey trends were in keeping with prior years,
such as the higher share of rural beneficiaries who reported
getting most or all of their care from a nurse practitioner
or physician assistant (26 percent) compared with urban
beneficiaries (19 percent).

The 2018 MCBS survey found no substantive differences
between urban and rural beneficiaries’ access to care,
including identical rates of satisfaction with care (93
percent), trouble accessing care (7 percent), and forgoing
care (7 percent).

Nearly all Medicare beneficiaries have a regular source
of care In 2020, nearly all beneficiaries (94 percent) in the
Commission’s telephone survey reported that they had a
regular source of primary care. This finding is consistent
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TABLE

4-3 The number of clinicians billing under the fee schedule increased,
but the mix of clinicians changed, 2014-2019
Number (in thousands) Number per 1,000 beneficiaries
Physicians Physicians
Primary Primary
care Other APRNs Other care Other APRNs Other
Year specialties specialties and PAs practitioners Total specialties specialties and PAs practitioners Total
2014 141 432 161 156 890 2.9 8.8 3.2 3.2 18.0
2015 141 439 178 161 919 2.8 8.7 3.5 3.2 18.1
2016 141 447 198 167 952 2.7 8.6 3.8 3.2 18.3
2017 140 455 218 172 985 2.6 8.5 4.1 3.2 18.4
2018 139 461 237 178 1,015 2.5 8.4 4.3 3.2 18.5
2019 139 468 258 184 1,048 2.5 8.3 4.6 3.3 18.7
Note:  APRN (advanced practice registered nurse), PA (physician assistant). “Primary care specialties” include family medicine, internal medicine, pediatric medicine,

and geriatric medicine, with an adjustment to exclude hospitalists. Hospitalists are counted in “other specialties.” “Other practitioners” include clinicians such as
physical therapists, psychologists, social workers, and podiatrists. The number of clinicians shown in this table includes only those with a caseload of more than 15
beneficiaries in the year. Beneficiary counts used to calculate clinicians per 1,000 beneficiaries include those enrolled in traditional Medicare Part B and those in
Medicare Advantage, based on the assumption that clinicians generally furnish services to beneficiaries in both programs. Numbers exclude nonperson providers
such as clinical laboratories and independent diagnostic testing facilities. Components may not sum to totals due to rounding.

Source:

MedPAC analysis of Medicare claims data for 100 percent of beneficiaries and 2020 annual report of the Boards of Trustees of the Medicare trust funds.

with the MCBS data: 93 percent of beneficiaries reported
having a usual source of care in 2018. Among Medicare
beneficiaries with a usual source of care, the MCBS found
that the vast majority used appropriate care settings as
their usual source of care: Only 1 percent used a hospital
emergency room or an urgent care clinic as their usual
source of care in 2018. The MCBS also found that 94
percent of respondents with a usual care provider felt this
provider spent enough time with them.

In our beneficiary focus groups, nearly all beneficiaries
reported a regular source of primary care, including
physicians, nurse practitioners (NPs), or physician
assistants (PAs). In the Commission’s telephone survey,
53 percent of beneficiaries responded that they saw an
NP or PA for some, most, or all of their primary care—
comparable with the 53 percent of privately insured
respondents who reported this same response.

Growth in the supply of clinicians billing Medicare
has outpaced enroliment growth, but the mix of
clinicians is changing

From 2014 to 2019, the number of clinicians billing the
fee schedule grew faster than the Medicare population.
However, the mix of clinicians has changed over time.

We limited this part of our analysis of clinicians to those
who billed for more than 15 beneficiaries in a given year.
This minimum threshold helps us (1) better measure
clinicians who substantially participate in Medicare and
are therefore likely critical to ensuring beneficiary access
to care and (2) avoid year-to-year variability in clinician
counts (i.e., excludes physicians who billed for one or two
beneficiaries in one year but may not have billed for any
beneficiaries the following year).5

Using the 15-beneficiary threshold, we found that the
number of clinicians billing the fee schedule between 2014
and 2019 grew from about 890,000 to 1,048,000 (Table
4-3). Over the same period, the total number of clinicians
per 1,000 beneficiaries increased from 18.0 to 18.7.7

While the number of clinicians billing the fee schedule has
increased, trends varied by type and specialty of clinicians.
The number of primary care physicians billing the fee
schedule held steady from 2014 to 2016 but declined
modestly from 2016 to 2019. On net, these changes
resulted in about 2,500 fewer primary care physicians
billing the fee schedule in 2019 compared with 2014.




TABLE

4-4 Total encounters per beneficiary increased but mix of
clinicians furnishing them changed from 2014 to 2019
Percent change in
Encounters per beneficiary encounters per beneficiary
Average annual
Specialty category 2014 2018 2019 (2014-2018) 2018-2019
Total (all clinicians) 20.8 21.7 22.2 1.1% 2.1%
Primary care physicians 3.9 3.6 3.5 -2.4 -2.3
Specialists 12.6 12.7 12.9 0.3 1.1
APRNs/PAs 1.4 2.2 2.5 11.6 10.9
Other practitioners 2.9 3.3 3.4 2.8 4.9

Note:  APRN (advanced practice registered nurse), PA (physician assistant). We define “encounters” as unique combinations of beneficiary identification numbers, claim

identification numbers (for paid claims), and national provider identifiers of the clinicians who billed for the service. Numbers do not account for “incident to” billing,
meaning, for example, that encounters with APRNs/PAs that are billed under Medicare’s “incident to” rules are included in the physician totals. We use the number of
fee-for-service Medicare beneficiaries enrolled in Part B to define encounters per beneficiary. Components may not sum to totals due to rounding, and percent change

columns were calculated on unrounded data.

Source: MedPAC analysis of Medicare claims data for 100 percent of beneficiaries and 2020 annual report of the Boards of Trustees of the Medicare trust funds.

In contrast, the number of advanced practice registered
nurses (APRNs) and PAs billing the fee schedule increased
rapidly; from 2014 to 2019, the number of APRNs and
PAs grew from about 161,000 to 258,000.8 The number

of specialist physicians and other practitioners, such as
physical therapists and podiatrists, who billed the fee
schedule increased modestly.

Most clinicians who bill Medicare are participating
providers

In 2019, 97 percent of clinicians billing the fee schedule
were participating providers. Participating providers
agree to take assignment for all claims, which means
that they accept the fee schedule amount (which includes
Medicare’s payment plus beneficiary cost sharing) as
payment in full. Nonparticipating providers can choose
whether to take assignment for their claims on a claim-
by-claim basis. Nonparticipating providers who take
assignment on a claim receive 95 percent of the fee
schedule amount. Nonparticipating providers who do
not take assignment on a claim may “balance bill”
beneficiaries up to 109.25 percent of the fee schedule
amount for participating providers.” While balance billing
is allowed, clinicians rarely balance bill beneficiaries

for fee schedule services; in 2019, 99.6 percent of fee
schedule claims were paid on assignment.

Clinicians can also sign up as an opt-out provider if they
wish to bill beneficiaries for services directly, outside of
the Medicare benefit. The 26,000 clinicians who chose to
opt out of Medicare as of October 2020 were concentrated
in the specialties of behavioral health (41 percent),'? oral
health (29 percent),!' and primary care (11 percent)'?
(Centers for Medicare & Medicaid Services 2018b).

The number of clinicians who opted out in 2020 was
comparable with the number in 2019.

Total number of clinician encounters per
beneficiary grew faster from 2018 to 2019 than in
recent years

We use encounters between beneficiaries and clinicians

as another measure of access to care. Encounters are a
measure of entry into the health care system. Entry can be
a first step toward timely use of services (Office of Disease
Prevention and Health Promotion 2019).

We use a claims-based definition of encounters.'?

Clinicians submit a claim when they furnish one or

more services to a beneficiary in traditional Medicare.

For example, if a physician billed for an evaluation and
management (E&M) visit and an X-ray on the same claim,
we would count that as one encounter. About 98 percent of
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beneficiaries enrolled in traditional Medicare had at least
one encounter in 2019.14

We found that the number of encounters per traditional
Medicare beneficiary increased modestly over time,

with faster growth from 2018 to 2019 than in recent
years. Specifically, from 2014 to 2018, the number of
total encounters per beneficiary increased from 20.8 to
21.7, an average annual increase of 1.1 percent (Table
4-4). From 2018 to 2019, the number of encounters per
beneficiary increased from 21.7 to 22.2, an increase of
2.1 percent. Preliminary claims data during the first six
months of 2020 indicate that, in March and April, the
total number of encounters declined sharply in response
to the coronavirus pandemic, but had largely recovered by
June. More recent but less complete claims data indicate
that the volume of primary care visits and certain elective
procedures remained fairly constant from June through
early December, despite the rising number of coronavirus
cases.

Growth in the number of encounters per beneficiary
varied by specialty and type of provider From 2018

to 2019, the number of encounters per beneficiary with
primary care physicians declined by about 2.3 percent
(Table 4-4). Over the same period, the number of
encounters per beneficiary with APRNs or PAs increased
by about 10.9 percent, the number of encounters with
specialist physicians (who account for a majority of all
encounters) increased slowly (1.1 percent), and encounters
with other clinicians (e.g., physical therapists) increased
moderately (4.9 percent). The changes from 2018 to 2019
are part of a longer-term trend. For example, from 2014 to
2018, we also found declines in encounters per beneficiary
with primary care physicians, rapid growth in encounters
with APRNs or PAs, and slow or moderate growth in
encounters with all other clinicians.

The decline in beneficiary encounters with primary care
physicians occurred across a broad range of services. For
example, from 2014 to 2019, the average annual change
in the number of encounters per beneficiary with primary
care physicians for E&M services, other procedures,
imaging services, and tests was —2.4 percent, —3 percent,
—3.4 percent, and —5.1 percent, respectively (data not
shown).15

Not only did beneficiaries have fewer encounters with
primary care physicians, but the number of beneficiaries
with at least one primary care physician encounter also
declined during the year. From 2014 to 2019, the total

number of primary care physician encounters decreased by
more than 11 percent, whereas the number of beneficiaries
who had at least one encounter with a primary care
physician fell by only 4 percent (data not shown).

Recent research has documented that similar decreases in
encounters with primary care physicians have occurred
among the privately insured population (Ganguli et al.
2019). This trend suggests that primary care physicians
are not filling their patient panels with privately insured
patients in lieu of Medicare beneficiaries. Rather, the
consistent declines across patient populations suggest that
systematic changes in the delivery of primary care are
occurring.

The rapid growth in encounters with APRNs and PAs
raises questions about whether they are replacing services
that were once provided by primary care physicians. Using
claims data, we are unable to determine whether APRNs
and PAs work in primary care practices or specialist
practices. Therefore, the Commission has recommended
that the Secretary collect more detailed information on the
specialties in which APRNs and PAs practice (Medicare
Payment Advisory Commission 2019). Studies published
between 2011 and 2019 estimate that about half of nurse
practitioners (the largest subgroup of APRNs) and one-
quarter of PAs work in primary care, although these
practice patterns might have changed since then (Agency
for Healthcare Research and Quality 2011, Health
Resources & Services Administration 2014, National
Commission on Certification of Physician Assistants
2019). While these studies suggest that only a portion

of APRNSs and PAs work in primary care, our analysis
found that the decline in beneficiary encounters with
primary care physicians coincided with a dramatic rise

in encounters with APRNs or PAs, suggesting that these
clinicians may be furnishing at least some services once
performed by primary care physicians. These findings
could also help explain why the Commission’s annual
telephone survey has not found a decline in the share of
beneficiaries with a primary care provider in recent years
(94 percent), even though our claims analysis finds that
encounters with primary care physicians have declined
substantially; beneficiaries are still able to access primary
care, but different clinicians may be furnishing it.

Encounters per beneficiary grew across service types
Examining beneficiary encounters by service type,
we found that encounters grew modestly, with some
differences across categories. From 2018 to 2019, the
number of E&M encounters per beneficiary provided
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TABLE

4-5 Encounters grew modestly across all service types, 2014-2019

Encounters per beneficiary

Percent change in
encounters per beneficiary

Average annual

Type of service 2014 2018 2019 (2014-2018) 2018-2019
Total (all services) 20.8 21.7 22.2 1.1% 2.1%
Evaluation and management 12.4 12.9 13.1 1.1 1.4
Maijor procedures 0.2 0.2 0.2 0.8 1.7
Other procedures 4.2 4.6 4.8 2.2 4.2
Imaging 3.9 4.0 4.1 0.8 2.0
Tests 2.1 2.1 2.2 0.6 2.0
Anesthesia 0.5 0.5 0.6 3.6 2.5

Note:  We define “encounters” as unique combinations of beneficiary identification numbers, claim identification numbers (for paid claims), and national provider
identifiers of the clinicians who billed for the service. We use the number of fee-for-service Medicare beneficiaries enrolled in Part B to define encounters per
beneficiary. Values by type of service do not sum to totals because encounters with multiple service types are counted separately for each type of service but
counted only once for the total. For example, if an imaging service and a fest were billed in the same encounter, we count that as one encounter for imaging and
one for tests (for a total of two encounters), but we count the services as one encounter for the total row. All numbers in the table are rounded, but unrounded data

are used for calculations.

Source: MedPAC analysis of Medicare claims data for 100 percent of beneficiaries and 2019 annual report of the Boards of Trustees of the Medicare trust funds.

by all clinicians rose most slowly, by 1.4 percent, from
12.9 to 13.1 (Table 4-5). Over the same period, major
procedure encounters grew slightly more (1.7 percent),
and encounters involving a procedure other than a major
procedure (i.e., “other procedures”) grew most rapidly
(4.2 percent). Other procedures include skin procedures
and various forms of outpatient therapy (physical therapy,
occupational therapy, and speech—language pathology).
With the exception of anesthesia services, growth in
encounters per beneficiary from 2018 to 2019 was similar
to or faster than the average annual growth rates from
2014 to 2018.

We also examined how the number of encounters billed
in traditional Medicare changed during the early months
of the coronavirus pandemic. Based on our analysis of
preliminary Medicare claims data for the first six months
of 2020, we found that changes in the total number of
encounters for clinician services was largely consistent
with the pattern we observed in allowed charges (see text

box about the effects of the coronavirus pandemic, p. 100).

Encounters dropped sharply starting in March 2020, and
by April 2020 the total number of encounters was about

half of its level in April 2019. As with allowed charges,
there is variation in how much encounters declined among
different types of services, with E&M encounters dropping
less than other services. By June 2020, encounters for all
services were about 6 percent less than what they were in
June 2019.

Quality of care

We assessed the quality of the ambulatory care
environment for traditional Medicare beneficiaries using
outcome measures assessing ambulatory care—sensitive
(ACS) hospitalizations, emergency department (ED)
visits, and measures of low-value care. (In this year’s
assessment, we were not able to report on the patient
experience of traditional Medicare beneficiaries during
the 2019 calendar year because CMS halted collection
of the Consumer Assessment of Healthcare Providers
and Systems® (CAHPS®) survey at the start of the
pandemic.'®) This approach is consistent with the
Commission’s principle that Medicare’s quality incentive
programs should use a small set of population-based
outcome, patient experience, and value measures to assess
the quality of care across different populations, such as
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beneficiaries enrolled in Medicare Advantage (MA) plans,
traditional Medicare, and accountable care organizations
(ACOs) in defined market areas as well as those cared

for by particular hospitals, groups of clinicians, and other
providers (Medicare Payment Advisory Commission
2018a).

By contrast, CMS measures the performance of clinicians
using the Merit-based Incentive Payment System (MIPS).
The basic design principle of MIPS is that clinician quality
of care and payment adjustments for quality can and
should be determined primarily at the individual clinician
level, based on measures that clinicians themselves choose
to report. But a system built on this design is inequitable
because clinicians are evaluated and compared on
dissimilar measures. The majority of the measures focus
on processes of care as opposed to patient outcomes, and
many have compressed performance (i.e., “topped out,”
which means that all clinicians are performing well on the
measure). In addition, many clinicians are not evaluated

at all because, as individuals, they do not have a sufficient
number of cases for statistically reliable scores. Further,
the design is at odds with the fact that quality outcomes
for patients—the principal objective of any value
improvement program—are determined primarily through
the combined efforts of many providers rather than by the
actions of any one clinician.

For these reasons, in March 2018, the Commission
recommended eliminating MIPS. In MIPS’s place, we
recommended a voluntary value program, through which
groups of clinicians would receive increases or decreases
to their payment rates based on their performance on

a uniform set of measures assessing outcomes, patient
experience, and value (Medicare Payment Advisory
Commission 2018b).

Measures of ambulatory care-sensitive
hospitalizations and emergency department visits
signal opportunities for improvement

The Commission developed two claims-based outcome
measures—ACS hospitalizations and ED visits—to
compare quality of care within and across different
populations (i.e., traditional Medicare in different local
market areas), given the adverse impact on beneficiaries
and high cost of these events. Conceptually, an ACS
hospitalization or ED visit refers to hospital use that could
have been prevented with appropriate, high-quality, and
timely care in ambulatory care settings. Two categories of
ACS conditions are included in the measures: chronic (e.g.,

diabetes, asthma, hypertension) and acute (e.g., bacterial
pneumonia, cellulitis). Although payers often examine total
hospital utilization or measures of total spending in cost
containment efforts, identification of potentially avoidable
hospital admissions or ED visits for ACS conditions can
offer more useful insights into a market area’s quality of
care and may inform quality improvement initiatives in
Medicare.

We continue to find wide variation in the distribution of
risk-standardized rates of avoidable hospitalizations and
ED visits per 1,000 traditional Medicare beneficiaries
across Dartmouth-defined hospital service areas (HSAs),
which signals opportunities to improve the quality of
ambulatory care (Table 4-6, p. 114).!” The HSA at the
90th percentile of ACS hospitalizations had a rate that
was 1.9 times the HSA at the 10th percentile. The HSA
at the 90th percentile of ACS ED visits had a rate that
was 2.4 times the HSA in the 10th percentile. Relatively
poor performance on a local market’s ACS hospitalization
and ED visit measures can identify opportunities for
improvement in those ambulatory care systems, while
relatively good performance on the measures can identify
best practices for ambulatory care systems.

Substantial use of low-value care in traditional
Medicare

We also calculated rates of low-value care in traditional
Medicare, which is another indicator of ambulatory care
quality. Low-value care is the provision of a service

that has little or no clinical benefit or care in which the
risk of harm from the service outweighs its potential
benefit (Chan et al. 2013, Kale et al. 2013). In addition to
increasing health care spending, low-value care has the
potential to harm patients by exposing them to risks of
injury from inappropriate tests or procedures and can lead
to a cascade of additional services (Keyhani et al. 2013,
Korenstein et al. 2012). The “Choosing Wisely”” campaign,
an initiative of the American Board of Internal Medicine
Foundation, identifies low-value services. Thus far, more
than 80 specialty societies have identified over 550 tests
and treatments that are often overused (ABIM Foundation
2020).

A team of researchers developed 31 measures of low-value
care drawn from evidence-based lists (such as Choosing
Wisely), recommendations by the U.S. Preventive

Services Task Force, and the medical literature, which

the team applied to Medicare claims data from 2009

to 2012 (Schwartz et al. 2015, Schwartz et al. 2014).
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TABLE
Distribution of risk-standardized rates of ambulatory care-sensitive hospitalizations and

ED visits across hospital service areas signals opportunities for improvement, 2019

Risk-standardized rate per 1,000 FFS beneficiaries

10th 90th Ratio of
ercentile 50th percentile 90th to 10th
(high performing) percentile (low performing) percentile
Ambulatory care-sensitive hospitalizations 35.1 48.9 66.6 1.9
Ambulatory care-sensitive ED visits 62.4 98.6 150.0 2.4

Note:  ED (emergency department), FFS (fee-for-service). Lower rates are better. To measure population-based outcomes for FFS Medicare beneficiaries, we calculated the
risk-standardized rates of admissions and ED visits tied to a set of acute and chronic conditions per 1,000 FFS Medicare beneficiaries in hospital service areas
(HSAs). There are about 3,400 Dartmouth-defined HSAs. The average population of FFS Medicare beneficiaries in each HSA is about 10,000 beneficiaries. We

excluded any HSA with fewer than 1,000 FFS Medicare beneficiaries.

Source: Analysis of 2019 Medicare FFS claims data.

For more detail about these measures and our previous
analysis of low-value care, see the Commission’s June
2018 report to the Congress (Medicare Payment Advisory
Commission 2018a). We updated our analysis by applying
the measures’ algorithms to Medicare claims data from all
providers for 2018. Similar to our previous analysis, we
calculated two versions of each measure: a broader version
(more sensitive, less specific) and a narrower version (less
sensitive, more specific).'® For each version, we calculated
the number of low-value services per 100 traditional
Medicare beneficiaries, the share of beneficiaries who
received at least one low-value service, and total spending
across all beneficiaries for each service.

Our results show substantial use of low-value care in
traditional Medicare in 2018 (Table 4-7). Based on the
broader versions of the measures (which may misclassify
some appropriate care as inappropriate), our analysis
found 70 instances of low-value care per 100 beneficiaries,
with 36 percent of beneficiaries receiving at least one low-
value service. We estimate that Medicare spending for
these services was $6.9 billion, or 1.9 percent of traditional
Medicare spending. Based on the narrower, more
conservative versions of the measures (which may miss
some instances of inappropriate care), our analysis showed
33 instances of low-value care per 100 beneficiaries, with
22 percent of beneficiaries receiving at least one low-value
service. We estimate that Medicare spending for these
services totaled $2.4 billion, or 0.6 percent of traditional

Medicare spending. Between 2016 and 2018, there was
a modest decline in the volume of, and spending on,
low-value services based on the narrower versions of the
measures, but there was no change based on the broader
versions of the measures (data not shown).

Using the broader versions of the measures, low-value
services with the highest volume in 2018 were imaging
for patients with nonspecific low back pain (12.6 per 100
beneficiaries), prostate-specific antigen (PSA) screening
for men ages 75 and over (8.7), and colon cancer screening
for adults older than age 85 (6.9). Low-value services
with the highest Medicare spending were percutaneous
coronary intervention (PCI) with balloon angioplasty or
stent placement for stable coronary disease ($1.4 billion),
spinal injection for low back pain ($1.4 billion), and stress
testing for stable coronary disease ($1.1 billion).

Using the narrower versions of the measures, low-

value services with the highest volume in 2018 were
PSA screening for men ages 75 and over (4.9 per 100
beneficiaries), parathyroid hormone measurement for
patients with early chronic kidney disease (4.6), and total
or T3 level testing for patients with hypothyroidism (4.3).
Those with the highest Medicare spending were spinal
injection for low back pain ($633 million), vertebroplasty
or kyphoplasty for osteoporotic vertebral fractures ($328
million), and PCI with balloon angioplasty or stent
placement for stable coronary disease ($254 million).
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TABLE

4-7 Between 33 and 70 low-value services were provided per 100 beneficiaries
in 2018; Medicare spent between $2.4 billion and $6.9 billion on these services
Count per Share of Spending
100 beneficiaries beneficiaries affected (in billions)
Broader measures 70 36 $6.9
Narrower measures 33 22 $2.4
Note:  “Count” refers to the number of unique services provided to beneficiaries in traditional Medicare. “Spending” includes Medicare Part A and Part B program

spending and beneficiary cost sharing for services detected by measures of low-value care. Spending is based on a standardized price for each service from 2009
that was updated to 2018. The broader measures are more sensitive and less specific, while the narrower measures are less sensitive and more specific. Increasing
the sensitivity of a measure captures more potentially inappropriate use but is also more likely to misclassify some appropriate use as inappropriate. Increasing a
measure’s specificity leads to less misclassification of appropriate use as inappropriate, at the expense of potentially missing some instances of inappropriate use.

Source: MedPAC analysis of 100 percent of Medicare claims using measures developed by Schwartz and colleagues (Schwartz et al. 2015, Schwartz et al. 2014).

Our analysis likely represents a conservative estimate of
the number and cost of low-value services in Medicare.
The measures of low-value services we used exclude many
services that Choosing Wisely and other clinicians may
consider low value (e.g., imaging for pulmonary embolism
without moderate or high pretest probability) because

it was difficult to distinguish between inappropriate

and appropriate use of these services with claims data
(Schwartz et al. 2014). In addition, we did not estimate

the downstream cost of low-value services because of

the difficulty in determining whether a specific low-

value service led directly to a downstream service (e.g.,

a follow-up test or procedure). A literature review of five
low-value services suggests that downstream service

use and spending related to these services is substantial
(Chang et al. 2019). For example, one study estimated that
the mean cost per patient of downstream services related
to imaging for nonspecific low back pain was more than
$23,000 over two years (Webster et al. 2013).

Medicare payments and providers’ costs

To assess Medicare payments, we examine growth in
traditional Medicare-allowed charges (i.e., payments

to providers, including beneficiary cost sharing) for fee
schedule services. We also consider how private insurance
rates paid by preferred provider organizations (PPOs)

for clinician services compare with Medicare’s rates.

In addition, we examine growth in all-payer physician
compensation and compare compensation across
specialties. Because clinicians do not report their costs to

CMS, we assess the change in input prices for clinician
services using the Medicare Economic Index (MEI).

Overall, Medicare’s payments to clinicians, as well as
overall physician compensation, are climbing faster than
input costs. We found that allowed charges per beneficiary
for clinician services between 2018 and 2019 grew 3.7
percent, a higher growth rate than in prior years. In 2019,
private PPO payment rates were 136 percent of traditional
Medicare rates for clinician services, compared with 135
percent in 2018. From 2015 to 2019, median physician
compensation from all payers grew by 3.3 percent per
year, on average, but median compensation in 2019
remains much lower for primary care physicians than for
physicians in certain other specialties, such as radiology
and surgical specialties. Meanwhile, the MEI increased by
1.5 percent in 2019, and CMS projects that it will increase
by 1.6 percent in 2022.

Allowed charges grew faster from 2018 to 2019
than in recent years

Allowed charges are the total payments a provider receives
(including beneficiary cost sharing) from providing fee
schedule services to beneficiaries enrolled in traditional
Medicare. Allowed charges are a function of the fee
schedule’s relative value units (RVUs), the fee schedule’s
conversion factor, and other payment adjustments, such as
those determined by geographic practice cost indexes.

We used claims data from 2014, 2018, and 2019 to
analyze changes in allowed charges for the services




furnished by clinicians billing under Medicare’s fee
schedule. We grouped individual service codes into broad
service categories that are clinically meaningful (e.g.,
E&M, major procedures). Each broad service category
contains multiple subcategories of similar services (e.g.,
E&M includes office/outpatient services, hospital inpatient
services, and other subcategories).

We also present changes in units of service per beneficiary.
A difference between a change in allowed charges and a
change in units of service means that a factor other than
volume is affecting the amount of allowed charges being
generated. For example, if providers substitute higher-
RVU computed tomography scans for lower-RVU X-rays,
the allowed charges for imaging services would increase
at a higher rate than would units of service for imaging.
However, we recommend caution in interpreting such
data. Decreases in allowed charges could be related to

the movement of services from freestanding offices to
hospitals (see text box on shifts in billing, p. 118).

Between 2018 and 2019, across all services, allowed
charges per beneficiary grew by 3.7 percent (Table 4-8).
Among broad service categories, growth rates were

2.9 percent for E&M services, 3.5 percent for imaging
services, 5.1 percent for major procedures, 5.6 percent

for other procedures, 2.9 percent for tests, and 2.6 percent
for anesthesia services. Growth in allowed charges per
beneficiary from 2018 to 2019 was faster than the average
annual growth rates from 2014 to 2018 for all services
(combined) and for each broad service category.

Within broad service categories, services for some
subcategories experienced more rapid growth in allowed
charges per beneficiary. For example, from 2018 to 2019,
growth in the other procedures category was 5.6 percent,
but growth in the subcategory of physical, occupational,
and speech therapy was 12.9 percent.

From 2018 to 2019, among the service categories,
vascular major procedures had the highest rate of growth
in allowed charges per beneficiary at 14.4 percent. This
growth was largely driven by procedures categorized as
revascularization of the lower extremity (used to treat

leg pain caused by poor circulation). Allowed charges

for these procedures increased by 24.1 percent (data not
shown). Most of this growth was concentrated in the three
most frequently billed revascularization procedures, where
the number of units of service increased by between 6.4
percent and 13.9 percent, and RVUs increased by between
6.3 percent and 13.3 percent (data not shown). Although

vascular major procedures experienced high growth, they
accounted for 1.5 percent of total fee schedule spending in
2019.

Physical, occupational, and speech therapy is another
service category with a high growth rate. Allowed charges
per beneficiary within this category grew between 2014
and 2018 by an average of 8.3 percent and from 2018 to
2019 by 12.9 percent. Payment rates during these periods
were largely constant; the growth in allowed charges

was driven almost entirely by increases in the volume

of therapy services. From 2018 to 2019, total units of
service per beneficiary increased by 11.8 percent, which
was driven by volume growth among a small number of
therapy services.

From 2018 to 2019, a few types of services experienced
decreases in allowed charges. For example, the largest
decrease (8.3 percent) was for nononcologic injections
and infusions. This decrease occurred despite a 1.4
percent increase in units of service delivered per year. The
difference is explained by a 19 percent decrease in RVUs
implemented in 2019 for the most frequently billed service
(which includes certain therapeutic, prophylactic, and
diagnostic injections and infusions) in this category (data
not shown).

To gauge the impact of the coronavirus pandemic, we used
preliminary claims data to examine changes in Medicare’s
payments to clinicians during the first six months of 2020.
We found that allowed charges for clinician services
dropped sharply starting in March 2020. By April 2020,
total allowed charges were roughly half what they were

in April 2019. In May 2020, allowed charges began to
recover, and, by June 2020, they were only about 5 percent
less than in June 2019 (see text box on the effect of the
pandemic, p. 100). Similarly, clinicians’ revenue for
privately insured patients declined sharply at the beginning
of the pandemic before rebounding. According to an
analysis by FAIR Health of its national private insurance
claims database (which includes Medicare Advantage
claims), clinician revenue was 45 percent lower in March
2020 than in March 2019 (FAIR Health 2020). Revenues
began to recover in May and were higher than the prior
year starting in July. By October (the most recent month of
data available), revenues were 20 percent higher than the
prior year. These results suggest that patients’ higher-than-
usual demand for services in the summer and fall of 2020
helped offset the temporary revenue drop experienced by
clinicians during the first few months of the pandemic.
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TABLE

4-8 Allowed charges per beneficiary continued to grow, 2014-2019
Change in units of service Change in allowed charges

per beneficiary per beneficiary Share

of 2019

Average annual Average annual allowed

Type of service 2014-2018 2018-2019 2014-2018 2018-2019 charges

All services 1.1% 3.1% 1.3% 3.7% 100.0%

Evaluation and management 0.7 1.5 1.3 2.9 50.0
Office/outpatient services 0.8 1.3 1.5 3.4 25.6
Hospital inpatient services -1.3 -0.3 -0.6 0.5 10.5
Nursing facility services 1.0 4.2 1.8 5.1 3.0
Emergency department services -0.3 -1.7 0.5 -0.6 2.9
Ophthalmological services 0.3 1.4 0.9 3.1 2.7
Behavioral health services 2.4 4.3 3.0 57 1.9
Critical care services 2.0 3.7 2.0 3.6 1.4
Care management/coordination 32.5 11.2 31.7 7.4 0.9
Observation care services 4.0 5.8 4.2 5.8 0.7
Home services -1.6 3.8 -1.7 59 0.3
Imaging 0.1 2.6 0.9 3.5 11.0
Standard X-ray -1.6 1.8 -0.9 3.1 3.1
Ultrasound 0.5 2.6 0.7 3.2 2.9
CT 4.1 4.9 4.2 59 2.1
Nuclear -1.8 -0.1 0.4 2.4 1.3
MRI 2.3 2.7 1.4 1.6 1.2
Maijor procedures 0.3 2.2 1.7 5.1 7.6
Musculoskeletal 0.6 2.9 2.0 3.5 2.8
Vascular 0.1 1.0 6.5 14.4 1.5
Cardiovascular 1.7 3.0 1.3 3.6 1.0
Other organ systems 0.3 1.0 0.1 2.3 0.9
Digestive/gastrointestinal -1.4 0.6 -1.3 0.9 0.8
Skin 0.5 2.0 0.3 2.5 0.5
Eye -0.8 3.9 -4.9 4.3 0.2
Other procedures 2.8 6.1 1.3 5.6 23.0
Skin 1.2 3.2 1.6 6.6 4.5
Physical, occupational, and speech therapy 7.3 1. 8.3 12.9 4.4
Musculoskeletal 0.5 2.0 3.0 3.7 2.5
Eye 2.4 3.2 0.5 2.0 2.3
Radiation oncology -0.4 3.8 -1.6 3.6 2.0
Other organ systems 1.7 3.7 1.4 6.8 1.7
Digestive/gastrointestinal 0.1 1.6 -2.6 2.0 1.2
Dialysis -2.0 0.0 0.0 1.5 1.1
Vascular -4.8 -3.6 -3.9 0.8 1.0
Chiropractic -1.1 1.2 -1.2 4.8 0.8
Chemotherapy administration -2.5 0.8 -0.9 0.8 0.5
Injections and infusions: non-oncologic -1.1 1.4 -3.8 -8.3 0.4
Tests 0.7 2.8 1.9 2.9 5.1
Anatomic pathology 0.6 3.4 1.2 2.3 2.1
Cardiography 1.0 2.5 4.8 7.8 1.3
Neurologic 0.7 1.8 1.7 -0.1 0.8
Anesthesia 3.7 24 0.7 2.6 2.9

Note:  FFS (fee-for-service), CT (computed tomography), MRI (magnetic resonance imaging). Some low-spending categories are not shown but are included in the
calculations. We use the number of traditional Medicare beneficiaries enrolled in Part B to define allowed charges per beneficiary.

Source: MedPAC analysis of claims data for 100 percent of traditional Medicare beneficiaries.
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Shifts in billing from freestanding offices to hospitals reduce fee schedule-

allowed charges but raise overall Medicare spending

edicare spending is sensitive to shifts in
Mthe site of care. Medicare makes both a

physician fee schedule payment and a facility
payment under the outpatient prospective payment
system (OPPS) when a service is provided in a hospital
outpatient department (HOPD) (the facility payment
accounts for the cost of the service in an HOPD).
However, the program makes only a fee schedule
payment when a service is furnished in a freestanding
office. In 2021, for example, a Level 3 evaluation and
management (E&M) office/outpatient visit (Healthcare
Common Procedure Coding System code 99213)
has an average nonfacility (freestanding office) fee
schedule payment rate of $92. By contrast, the average
fee schedule payment rate for the visit when provided
in an HOPD is $68, and the facility payment to the
HOPD is $119 (for a combined payment of $187)."
Thus, the shift of office visits from freestanding offices
to HOPDs reduces the allowed charge billed under the
fee schedule (from $92 to $68) but increases the total
Medicare payment amount (from $92 to $187).

In recent years, the number of services billed in
HOPDs has been increasing, while the number of
services provided in freestanding offices has been
declining. From 2013 to 2019, for example, the
number of E&M office/outpatient visits performed

in HOPDs grew by 25 percent, compared with a 5
percent decline in physician offices. Similarly, the
number of chemotherapy administration services
delivered in HOPDs grew 45 percent, while the number
provided in physician offices declined 12 percent.

This change in the billed setting increases overall
Medicare program spending and beneficiary cost
sharing because Medicare generally pays more for the
same or similar services in HOPDs than in freestanding

offices (Medicare Payment Advisory Commission
2014, Medicare Payment Advisory Commission 2013,
Medicare Payment Advisory Commission 2012).

For example, we estimate that in 2019, the Medicare
program spent $1.4 billion more than it would have

if payment rates for E&M office/outpatient visits in
HOPDs were the same as freestanding office rates. In
addition, in the same year, beneficiaries’ cost sharing
was $360 million more than it would have been had
payment rates been the same in both settings.

To address the increased spending that results when
services shift from freestanding offices to HOPDs, the
Commission has recommended adjusting payment rates
in the OPPS so that Medicare pays the same amount
for E&M office/outpatient visits in freestanding offices
and HOPDs (Medicare Payment Advisory Commission
2012). Medicare currently pays a comparable amount
for E&M office/outpatient visits in freestanding offices
and off-campus HOPDs; however, Medicare continues
to pay a higher amount for these visits when provided
in on-campus HOPDs.?® The Commission also has
recommended adjusting OPPS rates for services in
ambulatory payment classification (APC) groups that
meet certain criteria so that payment rates are equal or
more closely aligned between HOPDs and freestanding
offices (Medicare Payment Advisory Commission
2014).2! APCs that meet these criteria are those that
are unlikely to have costs associated with operating

an emergency department, do not have extra costs
associated with higher patient complexity in HOPDs,
and include services that are frequently performed

in physicians’ offices (which indicates that these
services are likely safe and appropriate to provide in a
physician’s office). B

Private PPO payment rates remain higher than
Medicare payment rates for clinician services

We compare rates paid by private insurance plans with
Medicare rates for clinician services because extreme
disparities in payment rates might create an incentive
for clinicians to focus primarily on patients with private

insurance (this issue is discussed in more detail in
Chapter 1). In 2019, payment rates paid by private PPOs
for clinician services were 136 percent of traditional
Medicare’s payment rates, up slightly from 135 percent
in 2018.2% The ratio in 2019 varied by type of service.
For example, private insurance rates were 128 percent
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of Medicare rates for E&M office visits for established
patients but 168 percent of Medicare rates for coronary
artery bypass graft surgery.

The gap between private insurance rates and Medicare
rates has grown in recent years as private insurance rates
have risen while Medicare rates have remained relatively
stable. In 2011, private insurance rates were 122 percent of
Medicare rates. Notwithstanding the growth in the ratio of
private insurance rates to Medicare rates, the vast majority
of clinicians continue to participate in the Medicare
program. The number of clinicians who opted out of
Medicare as of October 2020 (26,000) is substantially
outweighed by the number who continue to bill the
physician fee schedule (almost 1.3 million in 2019).

The growth in private insurance prices could be a result of
greater consolidation of physician practices, which gives
physicians greater leverage to negotiate higher prices with
private plans. In recent years, an increasing number of
physicians have joined larger groups, hospitals, and health
systems. For example, between 2009 and 2014, the share
of physicians working in practices with more than 50
physicians grew from 16 percent to 22 percent (Medicare
Payment Advisory Commission 2017). Between 2016
and 2018, the share of all physicians who were vertically
affiliated with health systems grew from 40 percent to 51
percent (Furukawa et al. 2020).%3

Studies show that private insurance prices for physician
services are higher in markets with larger physician
practices and in markets with greater physician—hospital
consolidation (Baker et al. 2014, Capps et al. 2018,
Clemens and Gottlieb 2017, Neprash et al. 2015). Our
research found that independent practices with larger
market shares and hospital-owned practices received
higher private insurance prices for E&M visits than other
practices in their market (Medicare Payment Advisory
Commission 2017). For example, independent practices
with a large market share of E&M visits received an
average private insurance price for an E&M visit that was
141 percent of the traditional Medicare rate. By contrast,
the average private insurance price received by the
smallest independent practices for an E&M visit was about
equal to Medicare’s rate.

In addition to varying within markets, evidence suggests
that private insurance prices for physician services vary
widely across markets. A study by the Congressional
Budget Office (CBO) using data from 2014 found that
the average ratio of private insurance prices to traditional

Medicare prices for 20 common physician services was

at least 70 percent higher in the most costly market than

in the least costly market (Congressional Budget Office
2018). CBO found much less variation in the average

ratio of Medicare Advantage (MA) prices to traditional
Medicare prices across and within markets. MA plans paid
much lower prices than private insurance plans for the 20
services examined in the study, and the median MA prices
for these services were almost the same as the median
traditional Medicare prices.

Considering our other payment adequacy indicators, we do
not believe beneficiaries’ access to clinician services is at
risk in the near term. However, in the long run, if private
payers do not restrain the growth in clinicians’ payment
rates, eventually the difference between private insurance
rates and Medicare rates could grow so large that some
clinicians would have an incentive to focus primarily

on patients with private insurance instead of Medicare
patients.

Median physician compensation grew 3.3 percent
per year from 2015 to 2019; compensation
remains much higher for certain specialties than
for primary care

To examine compensation physicians received from all
payers, we analyzed 2019 data from SullivanCotter’s
Physician Compensation and Productivity Survey. From
2015 to 2019, median compensation across all specialties
grew at an average annual rate of 3.3 percent and in 2019
was $315,000. From 2015 to 2019, median compensation
for primary care physicians increased at an average annual
rate of 3.3 percent, the same as for all specialties in the
aggregate, but slower than nonsurgical, nonprocedural
specialties (4.3 percent) and nonsurgical, procedural
specialties (4.1 percent); about the same as surgical
specialties (3.4 percent); and faster than radiology (2.4
percent).>*

Compensation was much higher for some specialties
than others. Specialties with the highest median
compensation were radiology ($472,000); surgical
specialties ($444,000); and nonsurgical, procedural
specialties ($442,000) (Figure 4-5, p. 120).%° Median
compensation for radiology was 85 percent higher than
median compensation for primary care ($254,000), and
median compensation for surgical specialties was 75
percent higher than that of primary care. Psychiatry—
which is in the nonsurgical, nonprocedural group—had
median compensation of $254,000, the same as primary
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Disparities in physician compensation are widest when primary care physicians

are compared with nonsurgical proceduralists, surgeons, and radiologists, 2019
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Figure includes all physicians who reported their annual compensation in the survey (n = 89,272). The primary care group includes family medicine, internal

medicine, and general pediatrics. The nonsurgical, nonprocedural group includes psychiatry, emergency medicine, endocrinology, hospital medicine, nephrology,
neurology, physical medicine, rheumatology, and other internal medicine/pediatrics. The nonsurgical, procedural group includes cardiology, dermatology,

gastroenterology, pulmonary medicine, and hematology/oncology.

Source: SullivanCotter’s Physician Compensation and Productivity Survey, 2020.

care physicians’ median compensation.? The difference in
compensation between primary care and other specialties
cannot be explained by differences in hours worked;
previous Commission work using data from the Medical
Group Management Association (MGMA) showed that
there are similar disparities in hourly compensation
(Medicare Payment Advisory Commission 2011c).%’

Physician compensation from all payers reflects the
structure of Medicare’s fee schedule because many private
insurers use a system of RVUs that is similar to Medicare’s
RVUs but negotiate a conversion factor (a fixed dollar
amount) that is different from Medicare’s (Clemens

and Gottlieb 2017, Congressional Budget Office 2018).
Therefore, physician compensation from all payers probably

reflects the underpricing of ambulatory E&M visits relative
to other services, such as procedures, in Medicare’s fee
schedule (Medicare Payment Advisory Commission
2018a).%® Ambulatory E&M visits make up a large share
of the services provided by primary care clinicians and
certain other specialties (e.g., psychiatry, endocrinology,
and rheumatology). The underpricing of these services in
the fee schedule contributes to an income disparity between
primary care physicians and certain specialists, which has
contributed to the decline in the number of primary care
physicians in the U.S. in recent years.

Effective January 1, 2021, CMS substantially increased
the RVUs for E&M office/outpatient visits—the most
common type of ambulatory E&M visit (Centers for
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Medicare & Medicaid Services 2020b). For example,
CMS increased the total RVUs for a Level 3 E&M

visit for an established patient in a freestanding office
(Healthcare Common Procedure Coding System code
99213) by 27 percent between 2020 and 2021. CMS
increased the national average payment rate (which is a
function of the conversion factor and the RVUs) for this
code by 21 percent, from $76.15 to $92.47. Owing to
budget-neutrality requirements, CMS offset the increase
to payment rates for E&M office/outpatient visits in 2021
by reducing payment rates for all fee schedule services. In
the Consolidated Appropriations Act, 2021, the Congress
scaled back this reduction to the payment rates for fee
schedule services. Specifically, the Congress increased
payment rates for all fee schedule services by 3.75 percent
in 2021 (this increase does not apply after 2021) and
delayed implementation of a new add-on code for E&M
office/outpatient visits by three years.?

The Commission strongly supports raising the RVUs for
E&M office/outpatient visits because this action is an
important first step to address the long-term devaluation
of these services. We also support CMS’s decision to
implement this change in a budget-neutral manner because
doing so will help rebalance the fee schedule from services
that have become overvalued (e.g., procedures, imaging,
and tests) to services that have become undervalued—thus
improving payment accuracy (Centers for Medicare &
Medicaid Services 2020b). Maintaining budget neutrality
could also help reduce the large gap in compensation
between primary care physicians and certain specialists,
which could help increase the supply of primary care
physicians in the U.S. However, CMS still needs to
improve the overall accuracy of the fee schedule and
further rebalance the fee schedule toward primary care.
The Commission has previously recommended that

CMS collect accurate, timely data to set RVUs and that
the Congress establish a per beneficiary payment for
primary care practitioners (see text box on previous
recommendations, p. 123).

Input costs for clinicians are projected to increase
from 2021 to 2022

The MEI, which measures the average annual price
change in the market basket of inputs used by clinicians
to furnish services and is adjusted for economy-wide
productivity, increased by 1.5 percent in 2019 (Centers for
Medicare & Medicaid Services 2013). CMS’s forecasted
growth for the MEI (as of the third quarter of 2020) in
2020, 2021, and 2022 is 1.7 percent, 1.3 percent, and

1.6 percent, respectively (projections subject to change).
The MEI consists of two main categories: (1) physicians’
compensation and (2) physicians’ practice expenses (e.g.,
compensation for nonphysician staff, rent, equipment,

and professional liability insurance). The index’s cost
categories (e.g., physician compensation, medical
equipment) and cost weights (each category’s share of
total costs) are based on data on physicians’ expenses from
2006, which raises questions about the continued accuracy
of the MEL3® CMS lacks a reliable, ongoing source of data
to update the MEI’s cost categories and cost weights. In
2011, the Commission recommended that CMS regularly
collect data from a cohort of efficient practices to establish
more accurate work and practice expense RVUs. As part of
this data collection, CMS could gather data on physicians’
practice costs and use that information to update the MEL

How should Medicare payments change
in 2022?

The Commission’s deliberations on payment adequacy for
clinicians are informed by data assessing beneficiaries’
access to services, the quality of their care, and Medicare
payments and providers’ costs. We find that, on the basis
of these indicators, there should be no update to payment
rates in 2022, as specified in current law. We note that,
under current law, the 3.75 percent increase to payment
rates for 2021 expires after 2021.

On measures of access to clinician services, the
Commission continues to find that beneficiaries’ access
to care appears generally stable. Overall, Medicare
beneficiaries generally have access to clinician services
comparable with that of privately insured individuals ages
50 to 64. A large majority of beneficiaries report using
an appropriate usual source of care, say their usual care
provider spends enough time with them, report being
satisfied with their care, and do not forgo or delay care.
Growth in the number of clinicians billing the program
outpaced beneficiary growth from 2014 to 2019, but

the mix of clinicians changed. The number of primary
care physicians decreased slightly, while the number of
specialists steadily increased, and the number of APRNs
and PAs grew rapidly. The share of clinicians who bill
Medicare as a participating provider remains very high.
The number of clinician encounters per beneficiary
increased modestly over time, with faster growth from
2018 to 2019 (2.1 percent) compared with the average
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annual growth rate from 2014 to 2018 (1.1 percent).
The number of encounters with primary care physicians
declined while encounters with APRNs and PAs grew
dramatically.

In terms of quality, geographic variation in ACS
hospitalizations and ED visits signals opportunities to
improve the quality of ambulatory care in traditional
Medicare. In addition, there is substantial use of low-value
care in traditional Medicare.

Traditional Medicare’s allowed charges for clinician
services grew faster from 2018 to 2019 than in prior
years. From 2018 to 2019, across all services, allowed
charges per beneficiary grew by 3.7 percent. In 2019,
private insurance payment rates for clinician services
were 136 percent of traditional Medicare’s payment rates,
up slightly from 135 percent in 2018. Median physician
compensation from all payers grew at an average

annual rate of 3.3 percent from 2015 to 2019, although
compensation was much lower for primary care physicians
than for physicians in certain other specialties in 2019.
As of the third quarter of 2020, input prices for clinicians
were projected to increase by 1.6 percent in 2022.

RECOMMENDATION 4

For calendar year 2022, the Congress should update the
2021 Medicare payment rates for physician and other
health professional services by the amounts determined
under current law.

RATIONALE 4

Opverall, access to clinician services for Medicare
beneficiaries appears stable and comparable with that

for privately insured individuals. Other measures of
payment adequacy are stable and consistent with prior
years. Therefore, the Commission does not see a reason to
diverge from the current-law policy of no update for 2022.
We note that, under current law, the 3.75 percent increase
to payment rates for 2021 expires after 2021.

IMPLICATIONS 4

Spending
e No change as compared with current law.
Beneficiary and provider

*  The Commission’s recommendation of the current-law
update should not affect beneficiaries’ access to care
or providers’ willingness and ability to furnish care. B
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Previous Commission recommendations to improve the accuracy of prices for

ambulatory evaluation and management services and establish a per

beneficiary payment for primary care clinicians

he Commission has long been concerned that
Tambulatory evaluation and management (E&M)

services, which make up a large share of the
services provided by primary care clinicians and certain
other specialties (e.g., psychiatry, endocrinology,
and rheumatology), are underpriced in the physician
fee schedule compared with other services, such as
procedures (Medicare Payment Advisory Commission
2018a). Ambulatory E&M services include office
visits, hospital outpatient department visits, nursing
facility visits, and home visits.

In 2011, the Commission recommended that CMS

use a streamlined method to regularly collect data
from a cohort of efficient practices—including service
volume and work time—to establish more accurate
work and practice expense relative value units (RVUs)
(Medicare Payment Advisory Commission 201 1a,
Medicare Payment Advisory Commission 2011b).
These data should be used to calculate the amount of
time that a clinician worked over the course of a week
or month and compare it with the time estimates in the
fee schedule for all of the services that the clinician
billed over the same period. If the fee schedule’s time
estimates exceed the actual time worked, this finding
could indicate that the time estimates—and, hence,
the work RVUs—are too high. CMS could use this
approach to identify groups of services that are likely
overpriced, carefully review those services, and adjust
the work RVUs accordingly.

Practice expense RVUs—which account for the cost of
operating a practice—are based on data from a survey
of total practice costs incurred by nearly all specialty
groups. Because this survey was conducted in 2007 and
2008, practice expense RVUs probably do not reflect
current practice costs. CMS has not developed a strategy

for updating practice cost data. However, CMS could
regularly collect data on total practice costs along with
data on volume and work time from a cohort of efficient
practices, as the Commission recommended in 2011
(Medicare Payment Advisory Commission 2011a).

In addition to concern about the mispricing of
ambulatory E&M services, the Commission contends
that the fee schedule—with its orientation toward
discrete services that have a definite beginning and
end—is not well designed to support primary care,
which requires ongoing care coordination for a panel
of patients. Consequently, in 2015 the Commission
recommended that the Congress establish a per
beneficiary payment for primary care clinicians to
replace the expired Primary Care Incentive Payment
(PCIP) program, which provided a 10 percent bonus
payment on fee schedule payments for certain E&M
visits provided by primary care clinicians (Medicare
Payment Advisory Commission 2015). A monthly
payment based on the total amount of PCIP payments
in 2015 ($686 million) would initially amount to about
$2.35 per beneficiary.!

The Commission recommended that the additional
payments to primary care clinicians be in the form

of a per beneficiary payment to move away from the
approach of paying separately for each discrete service.
The payment would provide funds to support the
investment in infrastructure and staff that facilitate care
management and care coordination. Funding for the
per beneficiary payment would come from reducing
payment rates for all services in the fee schedule other
than ambulatory E&M visits provided by any clinician.
This method of funding would be budget neutral and
would help rebalance the fee schedule toward primary
care clinicians. ®
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Findings from the Commission’s

2020 access-to-care
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TABLE
Elderly Medicare beneficiaries and older privately insured
individuals had comparable access to clinician care, 2016-2020

Medicare Private insurance
(ages 65 and older) (ages 50-64)
Survey question 2016 2017 2018 2019 2020 2016 2017 2018 2019 2020

Unwanted delay in getting an appointment: Among those who needed an appointment in the past 12 months, “How often did you
have to wait longer than you wanted to get a doctor’s appointment2”
For routine care

Never 68%  73%%®  70%°  72%°  69%° 67%b 9% 64%L  74% 73%°
Sometimes 22 200k 20° 20 220 23b 220b 26 19 20°
Usually 4b 3 5b 3 3 5 4 5 4 4
Always 3 3 30 3 3 4b 3 4% 3 3
For illness or injury

Never 799 80° 799 80 79 750 76%% 74¢b 81 80
Sometimes 16° 159 159 14 15 19ab 18eb 199b 15 15
Usually 2 2 2 2 2 3° 2 3 2 3
Always 20 1o 2b 2 2 30 20 2 1 2

Not accessing a doctor for medical problems: “During the past 12 months, did you have any health problem or condition about which
you think you should have seen a doctor or other medical person, but did note”

Share answering “Yes"” 11¢ 11 11e 9 10 12¢0b 12 14¢b 10 11
Looking for a new provider: “In the past 12 months, have you tried to get a new...2” (Share answering “Yes”)

Primary care provider 8¢ 9 10° 8 8 10 1190 10° 9 7

Specialist 18> 1766 9eb  q7b 15 18> 20% 21 15 13

Getting a new provider: Among those who fried fo get an appointment with a new primary care provider or a specialist in the past 12
months, “How much of a problem was it finding a primary care provider/specialist who would treat you? Was it..."

Primary care provider

No problem 64 690 715 729 40 63 59¢ 67° 62° 57
Share of total insurance group 5 & 7P 5 5 & &0 7b 5b 4

Small problem 15 13 13 13¢ 16° 16b 18 16b 20° 24°
Share of total insurance group 1 1e ] 1e ] 2 20 2 2¢ 2

Big problem 20 T4 14> 14b 22 20 220 16 17 18
Share of total insurance group 2 N ] ] 2 2 20b 2 2 I

Specialist

No problem 82 83 84> 85 79 79 81 80 799 77
Share of total insurance group 15 14P 16P 14 12 14P 16P 170 1290 10

Small problem 10 1 7 6° 9 9 1 9 1° 1
Share of total insurance group 2 2b ] 1 I 2 2b 2 2 I

Big problem gob 59b gb 8 1 11 ga 10 9 1
Share of total insurance group | Job | | 2 2 29 2 I 2

Note:  Totals may not sum to 100 because of rounding and because the table excludes the following responses: “Don’t know” and “Refused.” Sample sizes for each group
(Medicare and private insurance) are approximately 4,000. Sample sizes for individual questions varied. Survey includes beneficiaries enrolled in fee-for-service
Medicare or Medicare Advantage and excludes beneficiaries under the age of 65.

@ Statistically significant difference between the Medicare and private insurance groups in the given year (at a 95 percent confidence level).

b Statistically significant difference from 2020 within the same insurance category (at a 95 percent confidence level).

Source: MedPAC-sponsored telephone surveys conducted from 2016 to 2020.




TABLE
Slightly higher shares of non-White individuals reported unwanted delays in

accessing care compared with White individuals, regardless of insurance type, 2020

Medicare Private insurance
(ages 65 and older) (ages 50-64)
Non- Non-
Survey question All White White All White White

Unwanted delay in getting an appointment: Among those who needed an appointment in the past 12 months, “How often did you
have to wait longer than you wanted to get a doctor’s appointment?”
For routine care

Never 69%° 71%¢b 63%¢b 73%° 75%¢b 69%¢b
Sometimes 22¢ 22¢ 24 20¢° 19¢ 22
Usually 3 3 3 4 4 4
Always 3 2b 4b 3 2 4
For illness or injury
Never 79 80P 74> 80 81b 76
Sometimes 15 15 17 15 15 15
Usually 2 2 3 3 2b 4b
Always 2 1 2 2 10 3b

Not accessing a doctor for medical problems: “During the past 12 months, did you have any health problem or condition about
which you think you should have seen a doctor or other medical person, but did note”

Share answering “Yes” 10 10 11 11 10 12
Looking for a new provider: “In the past 12 months, have you tried to get a new...2” (Share answering “Yes”)

Primary care provider 8 8 9 7 7 8

Specialist 15 15b 12b 13 14 12

Getting a new provider: Among those who tried to get an appointment with a new primary care provider or a specialist in the past 12
months, “How much of a problem was it finding a primary care provider/specialist who would treat you? Was it...”
Primary care provider

No problem 60 61 57 57 54 63
Share of total insurance group, by race 5 5 5 4 4 5
Small problem 16 16 18 24° 25° 22
Share of total insurance group, by race ] ] 2 2 2 2
Big problem 22 22 22 18 20 14
Share of total insurance group, by race 2 2 2 | | |
Specialist
No problem 79 81 75 77 78 74
Share of total insurance group, by race 12 12b ob 10 11 %
Small problem 9 8 11 11 10 14
Share of total insurance group, by race I I I | | 2
Big problem 11 11 14 11 11 13
Share of total insurance group, by race 2 2 2 2 2 ]

Note:  Totals may not sum to 100 because of rounding and because the table excludes the following responses: “Don’t know” and “Refused.” Respondents who did not report
race or ethnicity were not included in “White” or “Non-White” results, but were included in “All” results. “White” in the table refers to non-Hispanic White respondents.
Sample sizes for each group (Medicare and private insurance) were approximately 4,000 in 2020. Sample sizes for individual questions varied. Survey includes
beneficiaries enrolled in traditional Medicare or Medicare Advantage and excludes beneficiaries under the age of 65.
@ Statistically significant difference between the Medicare and private insurance groups in the given year (at a 95 percent confidence level).
b Statistically significant difference by race within the same insurance category in the given year (at a 95 percent confidence level).

Source: MedPAC-sponsored telephone survey conducted in 2020.
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TABLE

4A-3 No statistically significant difference in access
to care for urban and rural residents, 2020

Medicare Private insurance
(ages 65 and older) (ages 50-64)
Survey question All Urban Rural All Urban Rurdl

Unwanted delay in getting an appointment: Among those who needed an appointment in the past 12 months, “How often did you
have to wait longer than you wanted to get a doctor’s appointmente”
For routine care

Never 69%° 68%° 72% 73%° 73%° 75%
Sometimes 22¢ 23¢ 20 20¢ 20¢ 19
Usually 3 3 3 4 4 3
Always 3 3 1 3 3 2
For illness or injury
Never 79 78 82 80 79 84
Sometimes 15 16 13 15 15 12
Usually 2 2 2 3 3 1
Always 2 2 1 2 2 2

Not accessing a doctor for medical problems: “During the past 12 months, did you have any health problem or condition about
which you think you should have seen a doctor or other medical person, but did note”

Share answering “Yes” 10 10 10 11 11 9
Looking for a new provider: “In the past 12 months, have you tried to get a new...2" (Share answering “Yes”)

Primary care provider 8 8 8 7 8 8

Specialist 15 15 13 13 14 13

Getting a new provider: Among those who tried to get an appointment with a new primary care provider or a specialist in the past 12

months, “How much of a problem was it finding a primary care provider/specialist who would treat you? Was it..."
Primary care provider

No problem 60 59 61 57 57 53
Share of total insurance group, by area 5 5 5 4 4 4
Small problem 16° 18 11 24° 25 20
Share of total insurance group, by area ] ] ] 2 2 2
Big problem 22 21 26 18 17 28
Share of total insurance group, by area 2 2 2 I ] 2
Specialist
No problem 79 80 77 77 78 68
Share of total insurance group, by area 12 12 10 10 11 9
Small problem 9 8 13 11 11 17
Share of total insurance group, by area ] ] 2 1 | 2
Big problem 11 11 10 11 11 15
Share of total insurance group, by area 2 2 | 2 2 2

Note:  Totals may not sum to 100 because of rounding and because the table excludes the following responses: “Don’t know” and “Refused.” Sample sizes for each
group (Medicare and private insurance) were approximately 4,000 in 2020. Sample sizes for individual questions varied. Survey includes beneficiaries enrolled
in traditional Medicare or Medicare Advantage and excludes beneficiaries under the age of 65. The Commission uses the Census Bureau definitions of “urban”
and “rural.” The Census Bureau classifies as “urban” all territory, population, and housing units located within an urbanized area (UA) or an urban cluster (UC). It
delineates UA and UC boundaries to encompass densely settled territory, which consists of core census block groups or blocks that have a population density of at
least 1,000 people per square mile and surrounding census blocks that have an overall density of at least 500 people per square mile. In addition, under certain
conditions, less densely settled territory may be part of each UA or UC. The Census Bureau's classification of “rural” consists of all territory, population, and housing
units located outside of UAs and UCs.
@ Statistically significant difference between the Medicare and private insurance groups in the given year (at a 95 percent confidence level).
b Statistically significant difference by area type within the same insurance category in the given year (at a 95 percent confidence level).

Source: MedPAC-sponsored telephone survey conducted in 2020.
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Endnotes

Throughout this chapter, we use the term “fee-for-service
(FFS) Medicare” or “traditional Medicare” as equivalents

to the CMS term “Original Medicare.” Collectively, we
distinguish the payment model represented by these terms
from other models, such as Medicare Advantage or advanced
alternative payment models, that may use FFS mechanisms,
but which are designed to create different financial incentives.

Although nearly all clinician services are paid under the fee
schedule, some are paid under other payment systems, such as
the prospective payment system for federally qualified health
centers.

For further information, see the Commission’s Payment
Basics: Physician and Other Health Professional Payment
System at http://medpac.gov/docs/default-source/payment-
basics/medpac_payment_basics_20_physician_final_sec.
pdf?sfvrsn=0.

Primary care visits include E&M office visits, wellness visits,
preventive medicine counseling, and other services.

Under Section 319 of the Public Health Services Act, the
Secretary of Health and Human Services may determine that
a disease or disorder presents a PHE or that a PHE, including
significant outbreaks of infectious disease or bioterrorist
attacks, otherwise exists. The Secretary first determined the
existence of a coronavirus PHE, based on confirmed cases of
COVID-19 in the U.S., on January 31, 2020. At the time of
publication, the coronavirus PHE had been renewed several
times for 90 days periods and is set to expire in mid-April
2021.

A substantial number of clinicians billed for 15 or fewer
beneficiaries in a given year, but they accounted for a small
share of services and allowed charges. For example, in 2019,
about 17 percent of clinicians who billed the fee schedule
billed for 15 or fewer beneficiaries, but these clinicians billed
for less than 1 percent of total allowed charges.

We used the number of total Part B beneficiaries, including
those in traditional Medicare and Medicare Advantage, to
calculate the ratio of physicians and other health professionals
per 1,000 beneficiaries because we assume that clinicians
generally furnish services to beneficiaries covered under both
programs.

APRNS include clinical nurse specialists, nurse practitioners,
certified registered nurse anesthesiologists, and certified nurse
midwives.
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In such scenarios, the beneficiary is billed 20 percent cost
sharing for 95 percent of the fee schedule amount, plus the
difference between 95 percent of the fee schedule amount and
the total amount billable by the provider (which can reach up
to 109.25 percent of the fee schedule amount for participating
providers).

The behavioral health clinicians referenced here are
psychiatrists, clinical psychologists, and clinical social
workers.

The oral health professionals referenced here are dentists, oral
surgeons, and maxillofacial surgeons.

The primary care specialties referenced here are family
medicine, internal medicine, and pediatric medicine.

Specifically, we define “encounters” as unique combinations
of beneficiary identification numbers, claim identification
numbers (for paid claims), and national provider identifiers of
the clinicians who billed for the service.

This number is based on our count of beneficiaries who had at
least one encounter recorded in claims data and the total number
of traditional Medicare beneficiaries enrolled in Part B in the
2020 Medicare Trustees report.

Primary care physicians billed for very few services classified
as “major procedures” or “anesthesia,” so these categories of
services were excluded from this analysis.

CAHPS® is a registered trademark of the Agency for
Healthcare Research and Quality.

The roughly 3,400 Dartmouth-defined HSAs are a collection
of ZIP codes whose residents receive most of their
hospitalizations from that respective area’s hospitals.

It is challenging to reliably identify low-value care with
claims data because claims may not have enough clinical
detail to distinguish between appropriate and inappropriate
use. Thus, these measures allow for trade-offs between

the sensitivity and specificity of each measure. Schwartz
and colleagues developed two versions of each measure: a
broader one with higher sensitivity (and lower specificity)
and a narrower one with lower sensitivity (and higher
specificity) (Schwartz et al. 2014). Increasing the sensitivity
of a measure captures more potentially inappropriate use
but is also more likely to misclassify some appropriate use
as inappropriate. Increasing a measure’s specificity leads to
less misclassification of appropriate use as inappropriate,
at the expense of potentially missing some instances of
inappropriate use.
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When this type of visit is provided in an HOPD, it is billed as
Healthcare Common Procedure Coding System code G0463.
We used the OPPS rate for the HOPD payment.

Section 603 of the Bipartisan Budget Act of 2015 prohibits
HOPDs that began billing under the OPPS on or after
November 2, 2015, and are located off a hospital campus
from billing under the OPPS after January 1, 2017. In 2020,
the payment rate for services provided at these off-campus
HOPDs was equal to 40 percent of the rate under the
OPPS. On-campus HOPDs, off-campus HOPDs that began
billing before November 2, 2015, and dedicated emergency
departments were not affected by this policy change.
However, as of 2019, Medicare pays all off-campus HOPDs
(regardless of when they began billing under the OPPS)

an amount equal to 40 percent of the OPPS rate for office/
outpatient E&M visits.

For the OPPS, CMS classifies services into APC groups on
the basis of clinical and cost similarity; all services within an
APC group have the same payment rate.

This analysis used data on paid claims for PPO enrollees of

a large national insurer that covers a wide geographic area
across the U.S. The payments reflect the insurer’s allowed
amount (including allowed cost sharing). The data exclude
any remaining balance billing and payments made outside of
the claims process, such as bonuses or risk-sharing payments.
Only services paid under Medicare’s physician fee schedule
were included, and anesthesia services were excluded.

In this study, health systems are organizations with at least
one acute care hospital and one physician group providing
comprehensive care that are connected through common
ownership or joint management (Furukawa et al. 2020).
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To control for annual changes in survey respondents, we
based the percentage change on a cohort analysis in which the
sample was restricted to physicians who were present in both
the 2015 and 2019 data.

The nonsurgical, procedural specialties in the analysis are
cardiology, dermatology, gastroenterology, pulmonary
medicine, and hematology/oncology.

In addition to psychiatry, the nonsurgical, nonprocedural
group includes emergency medicine, endocrinology, hospital
medicine, nephrology, neurology, physical medicine,
rheumatology, and other internal medicine/pediatrics. The
primary care specialties in the analysis are family medicine,
internal medicine, and general pediatrics.

This analysis was based on MGMA data from 2007. It
found that hourly compensation for nonsurgical, procedural
specialties and radiology was more than double hourly
compensation for primary care.

Ambulatory E&M services include office visits, hospital
outpatient department visits, visits to patients in certain other
settings such as nursing facilities, and home visits.

The new add-on code is G2211 (visit complexity inherent to
evaluation and management).

CMS uses price proxies (such as the consumer price index
and employment cost index) to calculate annual changes in
the MEL

We estimate, based on claims data from 2015, that primary
care clinicians would receive per beneficiary payments for
127 beneficiaries, on average.
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CHAPTER

Ambulatory surgical
center services



R ECOMMENDA AT O N S

For calendar year 2022, the Congress should eliminate the update to the 2021 Medicare
conversion factor for ambulatory surgical centers.

COMMISSIONER VOTES: YES 17 « NO O « NOT VOTING O * ABSENT O

The Secretary should require ambulatory surgical centers to report cost data.

COMMISSIONER VOTES: YES 17 « NO 0 « NOT VOTING O » ABSENT 0




CHAPTER

Ambulatory surgical
center services

Chapter summary In this chapter

Ambulatory surgical centers (ASCs) provide outpatient procedures to patients Are Medicare payments

who do not require an overnight stay. In 2019, the 5,816 ASCs that were adequate in 20217
certified by Medicare treated 3.5 million traditional fee-for-service (FFS) o

Medicare beneficiaries. Medicare program and beneficiary spending on ASC * How should Medicare
payments change in 20227

services was about $5.2 billion.

In this chapter, we make a recommendation on a payment rate update for
2022. Because of standard data lags, the most recent complete data we have
for most payment adequacy indicators are from 2019. The coronavirus public
health emergency (PHE) created some additional data lags. Where relevant,
we have considered the effects of the 2020 coronavirus PHE on our indicators
and whether those effects are likely to be temporary or permanent. To the
extent the effects of the PHE are temporary or vary significantly across ASCs,
they are best addressed through targeted temporary funding policies rather
than a permanent change to all ASC payment rates in 2022 and future years.
Based on information at the time of publication, we do not anticipate any
long-term PHE-related effects that would warrant inclusion in the annual

update to ASC payments in 2022.

Assessment of payment adequacy

To examine the adequacy of Medicare’s payments to ASCs, we analyze

beneficiaries’ access to care (including the supply of providers and volume of
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services), quality of care, and provider access to capital. Cost data are not available
for ASCs. The available indicators of payment adequacy for ASC services are

positive.

Beneficiaries’ access to care—Our analysis of facility supply and volume of

services indicates that beneficiaries’ access to ASC services is adequate.

e Capacity and supply of providers—From 2014 to 2018, the number of ASCs
increased by an average annual rate of 1.7 percent. In 2019, the number of
ASCs increased 2.5 percent. Most new ASCs in 2019 (96 percent) were for-
profit facilities.

®  Volume of services—From 2014 through 2018, the volume of services per
Part B FFS beneficiary increased by an average annual rate of 2.1 percent. In

2019, volume increased by 2.7 percent.

Quality of care—The first six years of ASC-reported quality data show improvement
in performance from 2013 through 2017 and a plateau from 2017 to 2018. However,
the measures used within the ASC Quality Reporting (ASCQR) Program will change
substantially in the next few years. Among the eight quality measures for which data
were available for multiple years through 2018, performance among the ASCs that
reported data improved for most measures from 2013 through 2017, but from 2017
to 2018 performance was largely unchanged and decreased for one measure. For
2019 and beyond, CMS has been making several changes to the ASCQR Program.
However, we remain concerned about the delayed use of Consumer Assessment

of Healthcare Providers and Systems® (CAHPS®) measures, the lack of a value-
based purchasing program for the ASC sector, and the lack of claims-based outcome
measures that apply to all ASCs. For example, CMS could add measures targeting
the frequency of ASC patients receiving hospital care after ASC discharge or rates of

surgical site infection.

Providers’ access to capital—Because the number of ASCs—especially for-
profit ASCs—has continued to increase and consolidation in the ASC market has

maintained a steady pace, access to capital appears to be adequate.

Medicare payments and providers’ costs—From 2014 through 2018, Medicare
payments for ASC services per FES beneficiary increased by an average annual
rate of 5.8 percent. However, in 2019, growth in these payments increased by 8.3
percent. ASCs do not submit data on the cost of services they provide to Medicare
beneficiaries. Therefore, we cannot calculate a Medicare margin as we do for other

provider types to help assess payment adequacy.
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The Commission believes cost data are vital for making informed decisions about
updating ASC payment rates and for identifying an appropriate input price index
for ASCs. Therefore, the Commission continues to recommend that the Secretary
of Health and Human Services collect cost data from ASCs without further

delay. Considering the available evidence of payment adequacy, the Commission
recommends that for calendar year 2022, the Congress eliminate the update to the

2021 Medicare conversion factor for ambulatory surgical centers. B







An ambulatory surgical center (ASC) is a distinct entity
that primarily provides outpatient surgical procedures to
patients who do not require an overnight stay. In addition
to ASCs, hospital outpatient departments (HOPDs) and,
in some cases, physicians’ offices are locations where
providers perform outpatient surgical procedures.

Since 1982, Medicare has covered and paid for surgical
procedures provided in ASCs. Medicare covers surgical
procedures represented in about 3,500 Healthcare
Common Procedure Coding System (HCPCS) codes
under the ASC payment system. However, ASC volume
for services covered under Medicare is concentrated in a
relatively small number of HCPCS codes. For example,
in 2019, 29 HCPCS codes accounted for 75 percent

of the ASC volume for surgical services provided to
Medicare beneficiaries. For procedures performed in an
ASC, Medicare makes two payments: one to the facility
through the ASC payment system and the other to the
physician for his or her professional services through

the payment system for physicians and other health
professionals known as the physician fee schedule

(PFS). According to surveys, most ASCs have partial

or complete physician ownership (Ambulatory Surgery
Center Association 2017, Leapfrog 2019). Physicians who
perform surgeries in ASCs they own receive a share of the
ASC’s profit in addition to payment for their professional
services. To receive payments from Medicare, ASCs
must meet Medicare’s conditions of coverage, which
specify standards for administration of anesthesia, quality
evaluation, operating and recovery rooms, medical staff,
nursing services, and other aspects of care.

Medicare pays ASCs for a bundle of facility services and
items—such as nursing, recovery care, anesthetics, and
supplies—through a system that is linked primarily to the
outpatient prospective payment system (OPPS), which
Medicare uses to set payment rates for most services
provided in HOPDs. The ASC payment system is also
partly linked to the PFS. A more detailed description of
the ASC payment system can be found online at http://

medpac.gov/docs/default-source/payment-basics/medpac_

payment_basics_20_asc_final_sec.pdf?sfvrsn=0.

For most covered procedures, payment rates in the ASC
payment system are the product of a relative weight and
a conversion factor. The ASC relative weight, which

indicates a procedure’s resource intensity relative to other
procedures, is based on its relative weight under the OPPS.
Although CMS links the ASC payment system to the
OPPS, payment rates for all services covered under both
systems are lower in ASCs for two reasons. First, CMS
makes proportional adjustments to the relative weights

of the OPPS because budget neutrality requirements do
not allow changes in the relative weights to affect the
level of Medicare spending from one year to the next. In
2020, this adjustment resulted in ASC relative weights
that were 14.5 percent lower than the relative weights in
the OPPS. Second, for most procedures covered under the
ASC system, the payment rate is the product of its relative
weight and an ASC conversion factor, set at $47.75

for 2020, which was 41 percent lower than the OPPS
conversion factor of $80.78 for 2020.

The ASC conversion factor is lower than the OPPS
conversion factor because it started at a lower level in 2008
and was updated at a lower rate than the OPPS conversion
factor until 2019. CMS set the initial ASC conversion
factor in 2008 such that total payments to ASCs under the
revised payment system would equal what they would
have been under the pre-2008 ASC payment system. From
2010 through 2018, CMS updated the ASC conversion
factor based on the consumer price index for all urban
consumers (CPI-U), while it used the hospital market
basket (MB) index to update the OPPS conversion factor.
The CPI-U has generally been lower than the hospital

MB index. Therefore, before 2019, the ASC conversion
factor was updated by smaller percentages than the OPPS
conversion factor.

In a change of regulatory policy, CMS has instituted a
policy of updating the ASC conversion factor using the
hospital MB index from 2019 through 2023. Under this
change, the updates to the ASC conversion factor will
align with the updates to the OPPS conversion factor.

We are concerned that neither the CPI-U nor the hospital
MB index reflects ASCs’ cost structure (see text box, p.
155). Beginning in 2010, the Commission has repeatedly
recommended that CMS collect cost data from ASCs with
the purpose of identifying a price index that would be

an appropriate proxy for ASC costs (Medicare Payment
Advisory Commission 2010). CMS has shown occasional
interest in collecting cost data and requested comments
from stakeholders on whether the Secretary should collect
cost data from ASCs to use in determining ASC payment
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rates. Representatives of individual ASCs provided
comments that generally opposed a requirement for ASCs
to submit formal cost reports but indicated a willingness

to complete surveys on the condition that they would not
be administratively burdensome (Centers for Medicare

& Medicaid Services 2017). The Commission asserts,
however, that all other institutional providers submit

at least abbreviated versions of cost reports to CMS,
including small entities such as hospices and home health
agencies. Moreover, ASCs in Pennsylvania submit revenue
and cost data each year to the Pennsylvania Health Care
Cost Containment Council, so it is clear that submission of
cost data is feasible for ASCs. Nevertheless, CMS has not
acted on this issue.

CMS uses a different method from the one described
above to determine payment rates for “office-based”
procedures, which are procedures that are predominantly
performed in physicians’ offices and were first covered
under the ASC payment system in 2008 or later. Payment
for office-based procedures is the lesser of the amount
derived from the standard ASC method or the practice
expense portion of the PFS rate that applies when the
service is provided in a physician’s office (the nonfacility
practice expense, which covers the equipment, supplies,
nonphysician staff, and overhead costs of a service).!
CMS set this limit on the rate for office-based procedures
to prevent migration of these services from physicians’
offices to ASCs for financial reasons. Physicians who
provide office-based procedures in ASCs receive a
separate payment under the PES (the full facility payment
rate).

The ASC payment system somewhat parallels the OPPS
in terms of which ancillary items are paid separately and
which are packaged into the payment of the associated
surgical procedure. However, the connection between

the ASC payment system and the OPPS has been
declining as CMS has increased the number of services

in comprehensive ambulatory payment classifications
(C—-APCs), which combine all hospital outpatient services
reported on a claim that are covered under Medicare Part
B into a single payment, with a few exceptions. CMS

has not implemented C—APCs for services provided in
ASCs, stating that the system of processing ASC claims
does not allow for the type of packaging of ancillary items
necessary to create C—APCs. Therefore, the payment
bundles for services in the C—APCs under the OPPS

have greater packaging of ancillary items than the same

services under the ASC payment system. Consequently,

a disconnect exists between OPPS payment rates and
ASC payment rates for the services that are in C—APCs
under the OPPS, and this disconnect has grown over

time as CMS has substantially expanded the number of
C-APCs. Forty-two percent of ASC surgical volume in
2019 comprised procedures that are in C—APCs under the
OPPS, and about 72 percent of HCPCS codes for surgical
procedures that are covered under the ASC payment
system in 2020 are in C—-APCs under the OPPS. The
Commission supports the use of C—APCs in the OPPS and
encourages CMS to implement them in the ASC payment
system because the greater packaging of ancillary items
that occurs with C—APCs gives providers an incentive to
furnish care more efficiently.

Although we do not have recent ASC cost data that would
allow us to quantify cost differences between settings,
evidence suggests that ASCs are a lower cost setting than
HOPDs. Studies that used data from the National Survey
of Ambulatory Surgery found that the average time for
ambulatory surgical visits for Medicare patients was 25
percent to 39 percent lower in ASCs than in HOPDs,
which likely contributes to lower costs in ASCs (Hair

et al. 2012, Munnich and Parente 2014). An additional
study using data from a facility that has both an ASC and
a hospital found that surgeries took 17 percent less time
in the ASC (Trentman et al. 2010). Beneficiaries who are
sicker may require more time to treat, and the studies that
accounted for differences in health status between patients
treated in ASCs and those in HOPDs generally estimated
a somewhat smaller differential in average surgical time
between ASCs and HOPDs. This finding is consistent with
the Commission’s analyses that found that, on average,
beneficiaries receiving surgical services in HOPDs are
not as healthy as beneficiaries receiving those services

in ASCs, as indicated by risk scores from the CMS
hierarchical condition categories risk adjustment model
(Medicare Payment Advisory Commission 2017).

Although Medicare spending on services provided in
ASCs has been increasing, ASCs represent only about 1
percent of total Medicare fee-for-service (FFS) spending.
The small role of ASCs in total spending has likely
contributed to the fact that little is known about the effect
of the coronavirus public health emergency (PHE) on the
ASC industry. To the extent that information is available,
we include the effects of the coronavirus PHE on ASCs
throughout our discussion of payment adequacy in the
ASC sector (see text box).?
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Overview of the effects of the coronavirus pandemic on the ASC sector

associated public health emergency (PHE) has

had tragic effects on beneficiaries’ health. It also
has had material effects on providers’ patient volume,
revenues, and costs. The impacts of COVID-19 have
varied considerably both geographically and over time,
and it is not clear when or whether the full effects of
the pandemic’s effects will end. Information about
the effect of the PHE on ambulatory surgical centers
(ASCs) is limited, but the information we have suggests
that ASC surgical volume dropped sharply in March
and April of 2020 but rebounded by June. It is not clear
the extent to which the volume in the ASC industry
has returned to its previous level, but limited claims
data and information from financial statements of
large health care management companies that hold
many ASCs suggest that volume has returned to 80
percent to 90 percent of its prepandemic level. The
health care management companies also received
federal grants that offset lost revenue; for example,
United Surgical Partners received $49 million and
Surgery Partners received $48 million in grants. While
ASCs’ surgical volume appears to have rebounded to
some degree, uncertainty remains as to whether the
pandemic will continue to affect patient care patterns,
ASC volume, and ASC financial performance in 2021

S ince early 2020, the coronavirus pandemic and

and 2022. Some costs related to preventing the spread
of coronavirus among ASC patients and staff may be
ongoing. As applicable, more details about the impact
of COVID-19 on ASCs can be found throughout this
chapter.

In this chapter, we recommend payment rate updates
for 2022. Because of standard data lags, the most
recent complete data we have are from 2019 for most
payment adequacy indicators. We use available data as
well as changes in payment policy to make payment
recommendations for 2022. To the extent that the
effects of the coronavirus PHE are temporary or vary
significantly across individual ASCs, they are best
addressed through targeted temporary funding policies
rather than a permanent change to all providers’
payment rates in 2022 and future years. Nevertheless,
for each payment adequacy indicator in this chapter,
we discuss whether the effects of the coronavirus PHE
on those indicators will more likely be temporary or
permanent. Only permanent effects of the pandemic
are factored into recommended permanent changes in
Medicare payment rates. (For an overview of why our
payment adequacy framework takes account of the
PHE, see Chapter 2). B

Are Medicare payments adequate in
2021?

To address whether payments for the current year (2021)
are adequate to cover the costs of efficient providers

and how much payments should change in the coming
year (2022), we examine several measures of payment
adequacy. We evaluate beneficiaries’ access to care by
examining the supply of ASC facilities and changes over
time in the volume of services provided, providers’ access
to capital, and changes in ASC revenue from the Medicare

program. However, our assessment of quality of care
(another measure of payment adequacy) is limited and
does not fully represent quality in ASCs. Our available
indicators of payment adequacy are positive.

Beneficiaries’ access to care: Supply of ASCs
and volume of services indicate adequate
access

Beneficiaries have adequate access to care in ASCs. The
number of ASC facilities has increased, and the volume
of services provided to Medicare beneficiaries in ASCs
also has increased. Access to ASCs may be beneficial
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Number of ASCs and operating rooms grew, 2014-2019

Average annual percent change

2014 2018 2019 2014-2018 2018-2019
Total number of ASCs 5,301 5,674 5,816 1.7% 2.5%
New 191 230 226 N/A N/A
Closed or merged 126 103 84 N/A N/A
Total number of ORs 16,544 17,376 17,848 1.2 2.7
New 514 660 676 N/A N/A
Closed or merged 347 271 204 N/A N/A

Note:  ASC (ambulatory surgical center), N/A (not applicable), OR (operating room). The average annual percentage change data for the “new” and “closed or merged”
categories are shown as “N/A” because they are outside the purpose of this table, which is to show the growth in the total number of ASCs and ORs.

Source: MedPAC analysis of Provider of Services file from CMS, 2020.

to patients and physicians compared with HOPDs, the
provider type most similar to ASCs. For patients, ASCs
can offer more convenient locations, shorter waiting times,
and easier scheduling relative to HOPDs. ASCs offer
physicians more control over their work environment and
specialized staff. However, these same qualities could lead
to overuse of surgical procedures.

Capacity and supply of providers: Number of ASCs
is increasing

From 2018 to 2019, the number of ASCs increased 2.5
percent to 5,816 ASCs (Table 5-1). This annual growth
rate was faster than growth in the period from 2014 to
2018, when the number of ASCs increased, on average,

1.7 percent per year. In 2019, 226 new ASCs opened,
while 84 ASCs closed or merged with other facilities. The
number of ASCs that closed or merged had been consistent
from 2015 through 2018 (between 100 and 110 each year,
data not shown), but a smaller number of ASCs closed in
2019. Finally, the number of ASCs that billed Medicare
for at least one surgical service in 2019 was 5,143 (data
not shown).

From 2014 to 2019, the number of ASCs has been
increasing at a faster rate than preceding years. For
example, the rate of growth from 2014 through 2019 was

1.9 percent but only 0.8 percent from 2010 through 2014
(data not shown). The increased growth in the number of
ASCs in more recent years is attributable, at least in part,
to a change in payment policy for newly acquired ASCs
under which health care management companies, such
as Tenet and HCA, continued investments in outpatient
surgical capacity (Oliver 2020). Companies that acquire
ASCs have the option of maintaining the facility as an
ASC or converting it to an off-campus provider-based
department (PBD) of a hospital (most likely an outpatient
surgery department).

However, in response to provisions in Section 603

of the Bipartisan Budget Act of 2015, CMS in 2017
aligned payment rates for all services provided in newly
acquired facilities established as off-campus PBDs with
PFS payment rates, which are typically lower than ASC
rates. Therefore, beginning in 2017, there has been little
incentive for a hospital system to acquire an ASC and
convert it to an off-campus PBD. Instead, it is now more
financially beneficial to maintain the facility as an ASC.

The number of operating rooms (ORs) in ASCs is also
growing (Table 5-1). In 2019, there were more than 17,800
ORs in ASCs, or an average of 3.1 per facility. From

2014 to 2018, the total number of ASC ORs increased

1.2 percent per year, a slower rate than the growth in the
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number of ASCs over the same period (1.7 percent per
year). However, from 2018 to 2019, the number of ORs in
ASCs increased by about 2.7 percent, slightly higher than
the growth rate in the number of ASCs during this period,
which suggests the size of ASCs decreased from 2014 to
2018 but increased slightly from 2018 to 2019.

Consistent with previous years, most ASCs in 2019 were
for profit (94.9 percent) and located in urban (including
urban and suburban) areas (93.3 percent) (Table 5-2).
ASCs that were new in 2019 were still likely to be for
profit, but compared with existing ASCs, new ASCs
were slightly more likely to be nonprofit and urban.
Beneficiaries who do not live near an ASC can obtain
ambulatory surgical services in HOPDs and, in some
cases, physicians’ offices. Beneficiaries who live in rural
areas can travel to urban areas to receive care in ASCs.

Geographic distribution of ASCs is uneven

In addition to ASCs locating more in urban than rural
areas, the concentration of ASCs varies widely among
states. In 2019, Maryland had the most ASCs per Medicare
beneficiary (38 ASCs per 100,000 Part B beneficiaries),
followed by Georgia, Alaska, and New Jersey (23 to 18
ASCs per 100,000 Part B beneficiaries) (Figure 5-1, p.
144).3 Kentucky, the District of Columbia, West Virginia,
and Vermont had the fewest ASCs per beneficiary (fewer
than 4 ASCs per 100,000 beneficiaries). The number of
ASCs in Vermont increased from 1 to 2 in 2019, making
the number of ASCs per 100,000 beneficiaries in Vermont
greater than 1 for the first time since we started tracking
this measure.

Even though beneficiaries can receive largely the same
services in HOPDs if an ASC is not located near them,
the small number of ASCs in some states and rural areas
raises concerns about beneficiaries’ access to ambulatory
surgical services if payment rates for surgical services
provided in HOPDs are set at the level in the ASC
payment system (site-neutral payments). In its June 2013
report, the Commission identified surgical services that
are viable for site-neutral payments between the ASC
payment system and the OPPS (Medicare Payment
Advisory Commission 2013a). If implemented, this
policy would lower payment for some services in HOPDs.
Hospitals could respond by reducing their provision of
these services. In areas that have low ASC concentration,
site-neutral payments could make it more difficult for
beneficiaries to access ambulatory surgical services.

Most ASCs are for profit and urban

ASCs that were:

Open in Open in New in
Type of ASC 014 019 2019
For profit 94.9% 94.9% 95.6%
Nonprofit 3.6 37 4.0
Government 1.5 1.3 0.4
Urban 92.9 93.3 93.8
Rural 7.1 6.7 6.2
Note:  ASC (ambulatory surgical center). Percentages may not sum to 100 due fo

rounding.

Source: MedPAC analysis of Provider of Services file from CMS, 2020.

We found that rural beneficiaries—defined as those who
live outside metropolitan statistical areas (MSAs)—

are less likely to receive care in an ASC than urban
beneficiaries—defined as those living in an MSA. In 2019,
7.4 percent of rural beneficiaries received care in an ASC
compared with 10.8 percent of urban beneficiaries.

Specialization of ASCs largely unchanged, some
growth in pain management

In 2019, the majority of ASCs that billed Medicare
specialized in a single clinical area, of which
gastroenterology (21 percent of ASCs) and ophthalmology
(21 percent of ASCs) were the most common. Overall,
in 2019, 65 percent of ASCs were single-specialty
facilities and 35 percent were multispecialty facilities
(Table 5-3, p. 145).% In 2019, multispecialty ASCs most
commonly focused on two specialties: pain management
and orthopedic services or gastroenterology and
ophthalmology (8 percent of all ASCs). From 2014 to
2019, ASCs specializing in pain management services
grew most rapidly.

Continued growth in the number of ASCs suggests that
Medicare’s payment rates have been adequate. Other
factors also have likely influenced the long-term growth in
the number of ASCs:
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Number of ASCs per beneficiary varies widely by state, 2019
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Source: MedPAC analysis of CMS Provider of Services file for 2020 and Medicare Common Medicare Environment file.

e Changes in clinical practice and health care
technology have expanded the provision of surgical
procedures in ambulatory settings. There is potential
for this trend to continue as momentum grows for
knee and hip arthroplasty (knee and hip replacement)
to be done in ambulatory settings.

e ASCs can offer patients greater convenience than
HOPDs, such as the ability to schedule surgery more
quickly.

*  For most procedures covered under the ASC payment
system, beneficiaries’ coinsurance is lower in ASCs
than in HOPDs.?

* Physicians have greater autonomy in ASCs than in
HOPDs, which enables them to design customized
surgical environments and hire specialized staff.

*  Physicians who invest in ASCs and perform surgeries
on their patients in those ASCs can increase their
revenue by receiving a share of ASC facility
payments. The federal anti-self-referral law (also
known as the Stark Law) does not apply to ASC
services.

*  Because physicians are able to perform more
procedures in ASCs than in HOPDs in the same
amount of time, they can earn more revenue from
professional fees.
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Specialization of ASCs billing Medicare in 2014 and 2019

2014
Number of Share of Number of Share of
Type of ASC ASCs all ASCs ASCs all ASCs
Single specialty 2,978 62% 3,356 65%
Gastroenterology 1,059 22 1,082 21
Ophthalmology 1,049 22 1,057 21
Pain management 364 8 619 12
Dermatology 201 4 209 4
Urology 129 3 134 3
Cardiology 12 0 88 2
Podiatry 98 2 83 2
Orthopedics/musculoskeletal 30 1 32 1
Respiratory 19 0 26 1
OB/GYN 10 0 13 0
Neurology 5 0 6 0
Other 2 0 7 0
Multispecialty 1,862 38 1,787 35
More than 2 specialties 1,460 29 1,283 25
Pain management and orthopedics 163 3 195 4
Gastroenterology and ophthalmology 167 3 194 4
Other with 2 specialties 72 1 115 2
Total 4,840 100 5,143 100

Note:  ASC (ambulatory surgical center), OB/GYN (obstetrics and gynecology). A “single-specialty ASC” is defined as one with more than 67 percent of its Medicare
claims in one clinical specialty. A “multispecialty ASC” is defined as one with more than 67 percent of its Medicare claims in more than one clinical specialty. ASCs
included in this analysis are limited to those in the 50 states and the District of Columbia with a paid Medicare claim in 2019. Columns containing the share of
all ASCs may not sum to 100 percent due to rounding. The share of single-specialty ASCs in 2019 does not sum to the listed total of 65 percent and the share of

multispecialty ASCs in 2014 does not sum to the listed total of 38 percent due to rounding.

Source: MedPAC analysis of Medicare carrier file claims, 2019.

e Increased interest across the health care industry in
value-based care and the provision of care in lower
cost settings has increased the strategic investment
interest of hospital systems, insurers, and private
equity firms in ASCs (Barclays 2018, Japsen 2018).

Number of beneficiaries treated and volume of

Part B, we limited our analysis to FFS beneficiaries who
have Part B coverage. The volume of services per 1,000
FFS beneficiaries increased by an average of 2.1 percent

per year from 2014 through 2018 and increased by 2.7

percent in 2019 (Table 5-4, p. 146).

In addition, from 2014 through 2018, the number of FFS

services per beneficiary increased from 2018 to
2019

The volume of ASC surgical procedures per FFS
beneficiary increased from 2018 to 2019. Also, the number
of FES beneficiaries treated in ASCs and the volume of
ASC surgical services per FFS beneficiary increased from
2018 to 2019. Because ASC services are covered under

beneficiaries who received ASC services grew an average
1.4 percent per year and by 0.9 percent in 2019 (data

not shown). Also, the number of services per beneficiary
receiving care in ASCs from 2014 through 2018 increased
at an average annual rate of 0.9 percent and by 1.0 percent
in 2019 (data not shown).




TABLE

5-4 Volume of ASC services per FFS beneficiary increased in 2019
Average annual change
2014 2018 2019 2014-2018 2018-2019
Volume of services (in millions) 6.0 6.6 6.7 2.3% 1.8%
Volume per 1,000 FFS beneficiaries 180.5 196.3 201.6 2.1 2.7

Note:  ASC (ambulatory surgical center), FFS (feefor-service). The volume of services for 2014 and 2018 have been modified to reflect the volume of services covered

under the ASC payment system in 2019 that was provided in those years.

Source: MedPAC analysis of physician/supplier standard analytic files from CMS, 2014-2019.

The coronavirus PHE undoubtedly depressed ASC volume
among Medicare beneficiaries in 2020, but data limitations
prevent us from providing a precise estimate of this effect.
However, we used ASC claims from the first 6 months of
2020 to evaluate how volume of the 29 most frequently
provided services in ASCs changed each month. These

29 services constituted about 75 percent of the total ASC
volume in 2019. Our analysis of these claims indicates
that volume of these services in April 2020 was only 11
percent of the volume in January 2020, before the PHE
began. After April 2020, volume of these services strongly
rebounded, and in June 2020 the volume of these services
was 87 percent of the volume in January 2020.

Services that have historically contributed the most to
overall ASC volume continued to be a large share of the
total in 2019. For example, the HCPCS code for cataract
removal with intraocular lens insertion (HCPCS 66984)
had the highest volume in both 2014 and 2019, accounting
for 18.9 percent of the total in 2014 and 18.5 percent in
2019. Moreover, 19 of the 20 most frequently provided
HCPCS codes in 2014 were among the 20 most frequently
provided in 2019 (Table 5-5). These services made up
about 71 percent of ASC Medicare volume in 2014 and
about 69 percent in 2019.

A potential concern about the services most frequently
provided in ASCs is the extent to which they are
unnecessary or low value, such as spinal injections and
other pain management services (Pinto et al. 2012). We
have found that 7 of the 20 procedures listed in Table 5-5
were pain management services. Moreover, the procedures
with the second-highest revenue for ASCs in 2019 were

insertion or replacement of spinal neurostimulators.
Volume for these procedures increased sharply from about
2,600 in 2014 to 12,000 in 2019 (data not shown).

Volume of outpatient surgical procedures has been
increasing at similar percentages in ASCs and
HOPDs

In 2019, volume per FFS beneficiary of surgical
procedures covered under the ASC payment system
increased by 2.7 percent in ASCs and by 3.0 percent in
HOPDs. From 2014 through 2018, average annual growth
in volume per FFS beneficiary of surgical services covered
by the ASC payment system was 2.1 percent in ASCs
compared with 1.9 percent in HOPDs.

Maintaining or expanding access to ASCs can be
beneficial for patients and Medicare

Maintaining beneficiaries’ access to ASCs has some
benefits because services provided in this setting are

less costly to Medicare and beneficiaries than services
delivered in HOPDs.® Medicare payment rates for surgical
services performed in HOPDs are almost twice as high

as in ASCs. For example, the payment rate in 2021 for
cataract surgery with intraocular lens insertion (the service
most frequently provided in ASCs) is $2,079 in HOPDs
compared with $1,045 in ASCs. The lower payment rate
in ASCs for this service has been financially beneficial to
Medicare and beneficiaries. Other studies similarly find
that ASCs are less costly than HOPDs in the Medicare and
non-Medicare context and that price growth at ASCs has
been slower than price growth at HOPDs (Carey 2015,
Robinson et al. 2015).
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The 20 most frequently provided ASC services
in 2019 were similar to those provided in 2014

2014 2019

Percent Percent
Surgical service of volume Rank of volume Rank
Cataract surgery w/ IOL insert, 1 stage 18.9% 1 18.5% 1
Upper Gl endoscopy, biopsy 8.5 2 7.8 2
Colonoscopy and biopsy 6.7 3 6.8 3
Lesion removal colonoscopy (snare technique) 5.4 4 6.5 4
After cataract laser surgery 4.5 5 4.1 6
Inject foramen epidural: lumbar, sacral 4.5 6 4.6 5
Injection spine: lumbar, sacral (caudal) 3.4 7 2.5 8
Inject paravertebral: lumbar, sacral 2.8 8 3.4 7
Diagnostic colonoscopy 2.6 9 1.6 11
Colorectal screen, high-risk individual 2.1 10 2.1 9
Colorectal screen, not high-risk individual 2.0 11 1.5 12
Cataract surgery, complex 1.6 12 1.4 14
Injection procedure for sacroiliac joint, anesthetic 1.1 14 1.4 13
Upper Gl endoscopy, diagnosis 1.1 14 0.9 19
Destroy lumbar/sacral facet joint 1.1 15 1.7 10
Inject spine, cervical or thoracic 1.0 16 1.0 17
Revision of upper eyelid 1.0 17 0.9 18
Cystoscopy 1.0 18 1.0 16
Inject paravertebral: cervical or thoracic 0.9 19 1.2 15
Lesion remove colonoscopy, hot biopsy forceps 0.9 20 0.4 34
Total 71.0 69.3
Total volume for all ASC services 5,988,067 6,689,177

Note:
rounding.

ASC (ambulatory surgical center), IOL (intraocular lens), Gl (gastrointestinal). In both percentage columns, the numbers do not sum to the “Total” because of

Source: MedPAC analysis of physician/supplier standard analytic files from 2014 and 2019.

Medicare program spending and overall beneficiary

cost sharing could be reduced if medical professionals
provided more surgical services in ASCs than HOPDs or
if Medicare reduced HOPD payment rates to the level of
ASC payment rates. This issue is pertinent to the ASC
sector because among even the most frequently provided
services in ASCs, substantial volume is provided in
HOPD:s. For example, medical professionals performed
403,000 Medicare-covered cataract surgeries with
intraocular lens insertion in HOPDs in 2019, which was 25
percent of the total volume for this service.

However, most ASCs have some degree of physician
ownership, and as owners of a business, these physicians
have an incentive to perform more surgical services than
if they provided outpatient surgery only in HOPDs they
do not own. It is not clear whether the physician owners of
ASCs act on this incentive. The most recent studies on the
effect of ASC physician ownership are somewhat dated,
but these studies offer limited evidence that physicians
who have an ownership stake in an ASC perform a higher
volume of certain procedures than physicians who do not




TABLE
Quality measures used in the Medicare ASC Quality Reporting Program

Required in:

Description of quality measure 2020 2024
ASC-1: Patient burn Yes® No
ASC-2: Patient fall Yes® No
ASC-3: Wrong site, wrong side, wrong patient, wrong procedure, wrong implant Yes® No
ASC-4: Hospital transfer/admission Yes® No
ASC-9: Endoscopy/polyp surveillance: Appropriate follow-up interval for normal colonoscopy in

average-risk patients Yes Yes
ASC-10: Endoscopy/polyp surveillance: Colonoscopy interval for patients with a history of

adenomatous polyps—avoid inappropriate use Yes? No
ASC-11: Cataracts: Improvement in patient's visual function within 90 days following cataract surgery Voluntary Voluntary
ASC-12: Facility seven-day risk standardized hospital visit rate after outpatient colonoscopy Yes Yes

ASC-13: Normothermia outcome: Percentage of patients under anesthesia who are normothermic within
15 minutes of arrival in the post-anesthesia care unit Yes Yes

ASC-14: Unplanned anterior vitrectomy: Percentage of cataract surgery patients who have an
unplanned removal of the vitreous Yes Yes

ASC-135: Five patient experience measures from the Outpatient and Ambulatory Surgery
Survey Consumer Assessment of Healthcare Providers and Systems (CAHPS®):

ASC-15a: About facilities and staff

ASC-15b: Communication about procedure
ASC-15c: Preparation for discharge and recovery
ASC-15d: Overall rating of facility

ASC-15e: Recommendation of facility No¢ No
ASC-17: Hospital visits after orthopedic ASC procedures Nod Yes
ASC-18: Hospital visits after urology ASC procedures Nod Yes
ASC-19: Hospital visits after general surgery ASC procedures No® Yes

Note:  ASC (ambulatory surgical center).
“Retained in the ASC Quality Reporting (ASCQR) Program, but data collection was suspended by CMS starting in 2019.
bDiscontinued by CMS from the ASCQR Program beginning in 2021.
€CMS has delayed the implementation of this measure indefinitely.
dCMS will activate this measure in 2022.
eCMS will activate this measure in 2024.

Source: Final rule for outpatient prospective payment system and ambulatory surgical center payment system, 2020.

(Hollingsworth et al. 2010, Mitchell 2010, Strope et al. appropriateness of the additional procedures, they suggest
2009). that the presence of ASCs might increase overall surgical
volume. It is plausible, based on the results of these
studies, that reductions in Medicare spending due to
lower payment rates for ASCs relative to HOPDs could
be partially offset by a higher overall number of surgical
procedures.

Other studies suggest that the presence of an ASC in a
market is associated with a higher volume of outpatient
surgical procedures (Hollenbeck et al. 2015, Hollenbeck
et al. 2014, Hollingsworth et al. 2011, Koenig and Gu
2013). Although none of these studies assessed the
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Research suggests that physician ownership has also
increased use in health care sectors other than ASCs.
Studies found that physician ownership of advanced
imaging equipment has resulted in higher use of that
equipment relative to physician nonowners (Hughes et al.
2010, Shreibati and Baker 2011). However, another study
refuted those results, finding that physician ownership of
advanced imaging equipment had no effect on use of that
equipment (Ohsfeldt et al. 2015). A study of physician-
owned cardiac hospitals suggests that markets with such
hospitals had slightly higher growth rates in profitable
cardiac surgeries relative to markets that did not have one
of those hospitals (Stensland and Winter 2006).

Another setting that has a substantial overlap of services
with ASCs is physician offices. In general, Medicare
payment rates are higher in ASCs than in physician offices
for the same procedure. Services that are frequently
provided in both ASCs and physician offices include
cystoscopy, pain management, and, to a lesser extent,
cataract procedures. Cystoscopy is performed much more
frequently in offices than in ASCs, pain management is
about equally common in these two settings, and cataract
procedures are done more frequently in ASCs than in
offices.

Quality of care: Improvement in
performance on ASC quality measures
appears to have plateaue

ASC-reported quality data demonstrated modest
improvement from 2013 to 2017 and largely plateaued
from 2017 to 2018. CMS established the ASC Quality
Reporting (ASCQR) Program in 2012 (Centers for
Medicare & Medicaid Services 2011). Under this system,
ASCs that do not successfully submit quality measurement
data have their payment update for that year reduced

by 2 percentage points. Actual performance on these
quality measures does not affect an ASC’s payments;
CMS requires ASCs only to submit the data to receive a
full update. The Commission has recommended a value-
based purchasing program for ASCs that would reward
high-performing providers and penalize low-performing
providers (see text box, p. 152).

The quality measures for which ASCs submit data
continue to evolve. In the last two years, CMS made
several revisions to the initial ASCQR measure set, which
resulted in CMS measuring ASC quality based on nine
measures (plus one voluntary measure) for 2020 and seven

measures (plus one voluntary measure) for 2024 (Table
5-6). In recent years, CMS has chosen to discontinue

or delay several measures that were considered “topped
out” (meaning full or nearly full compliance with these
measures has been reached), demonstrated less utility,

or were not ready for use, including the discontinuation
of the current adverse event measures (ASC-1 through
ASC-4) and the delay of measures of patient experience.
For 2022, CMS will implement two new claims-based
measures of beneficiaries’ visits to a hospital subsequent
to an ASC orthopedic or urology procedure (ASC-17 and
ASC-18, respectively). For 2024, CMS will implement
a new claims-based measure of beneficiaries’ visits to

a hospital subsequent to general surgery procedures
(ASC-19).

7

Results from reported ASC quality data

Data reported by ASCs for 2013 to 2018 suggest
improvement in ASC quality of care from 2013 to 2017,
but mixed results from 2017 to 2018 (Table 5-7, p. 150).
For ASC-1 through ASC—4, it was difficult to precisely
determine how ASC performance changed from 2017

to 2018 because it was not clear where to set the cutoff
for outlier values to exclude from our analysis. We chose
to exclude observations higher than 30 percent. Among
the eight quality measures for which CMS made data
available for both 2017 and 2018, performance improved
slightly on two measures, stayed about the same on three
measures, and declined slightly on three measures. For the
four adverse event measures, the data show consistently
low levels of these events in each of the five years. Also,
the share of ASCs reporting zero adverse events increased
for three of these measures and stayed at the same level for
one of these measures. For example, from 2013 to 2018,
the share of ASCs without any patient burns increased
from 88 percent to 93 percent, and the share of ASCs
without any patient falls increased from 91 percent to 94
percent (data not shown). However, from 2017 to 2018,
the average share of patients experiencing falls increased
slightly from 0.08 percent to 0.09 percent.

In addition to the adverse events measures, other ASCQR
measures demonstrated improvement. For example,

from 2014 to 2018, measures of the surveillance and
follow-up of patients treated for certain gastroenterology
procedures and the hospitalization rate within seven days
of colonoscopy improved and had generally high levels
of performance. However, performance on two of these

Report to the Congress: Medicare Payment Policy | March 2021

149



TABLE
5-7

ASC quality measure levels, 2013-2018

Mean percent among ASCs

ASC quality measure 2013 2014 2015 2016 2017 2018
ASC-1: Share of patients suffering burns 0.36% 0.25% 0.18% 0.18% 0.18% 0.17%
ASC-2: Share of patients suffering falls 0.15 0.10 0.11 0.08 0.08 0.09
ASC-3: Share of patients suffering a “wrong” event 0.03 0.03 0.03 0.02 0.02 0.02
ASC-4: Share of patients transferred to a hospital 0.51 0.45 0.39 0.36 0.35 0.33
ASC-9: Share of average risk patients with

appropriate endoscopy/polyp surveillance 76 80 81 83 83
ASC-10: Share of patients with polyp history with

appropriate endoscopy/polyp surveillance 79 79 80 81 80
ASC-11: Share of patients with vision improvement

90 days after cataract surgery 96 96 96 94
ASC-12: 7-day risk standardized hospital visit rate

after outpatient colonoscopy* 1.3 1.2 1.2

Note:  ASC (ambulatory surgical center). For measures ASC-1, ASC-2, ASC-3, and ASC-4, we removed from this analysis ASCs that reported that more than 30

percent of patients had one of these events.

*CMS reports this measure as the rate per 1,000 colonoscopies, but we report this measure as a percentage (the rate per 100 colonoscopies).

Source: Medicare Hospital Compare data for ASCs, 2013-2018.

measures declined slightly from 2017 to 2018, share of
patients with polyp history with appropriate endoscopy/
polyp surveillance (ASC-10) and share of patients with
vision improvement 90 days after cataract surgery (ASC—
11). Finally, room for improvement exists for measures
ASC-9, ASC-10, ASC-11, and ASC-12.

We also compared the performance of ASCs with the
performance of HOPDs in 2018 on the four measures from
the ASCQR (ASC-9, ASC-10, ASC-11, and ASC-12)
that match with measures in the Hospital Outpatient
Quality Reporting (OQR) Program (OP-29, OP-30, OP—
31, and OP-32) (the data from the OQR are not shown).
The data indicate that ASCs performed better, on average,
on one measure: 7-day risk standardized hospital visit rate
after outpatient colonoscopy (1.2 percent in ASCs and

1.6 percent in HOPDs). Conversely, HOPDs performed
better than ASCs on three measures: share of average risk
patients with appropriate endoscopy/polyp surveillance

(89 percent vs. 83 percent in ASCs); share of patients

with polyp history with appropriate endoscopy/polyp
surveillance (92 percent vs. 80 percent in ASCs); and share
of patients with vision improvement 90 days after cataract
surgery (98 percent vs. 94 percent in ASCs).

CMS should continue to refine ASC quality
measures

The Commission asserts CMS should continue to improve
the ASCQR by moving toward more CMS-calculated
claims-based outcome measures that apply to all ASCs.

In addition, CMS should synchronize ASCQR measures
with measures included in the Hospital OQR Program

to facilitate comparisons between ASCs and HOPDs.

The Commission commends CMS on its decisions to
discontinue a measure in 2021 (ASC-10: Endoscopy/
polyp surveillance, colonoscopy interval for patients with a
history of adenomatous polyps) because cost of collection
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exceeds the benefit and to add the three claims-based
unplanned hospitalization measures by 2024. However, the
Commission maintains concern about three issues related
to the ASCQR:

The four ASCQR measures that are claims based and
measure clinical outcomes (ASC-12, ASC-17, ASC-
18, and ASC-19) exclude many services provided at
ASCs, such as eye procedures and pain management.
Therefore, CMS could improve the ASCQR Program
by including more claims-based measures that assess
clinical outcomes that apply to the various specialties
practiced at ASCs. CMS has made an improvement
on this issue by adding a measure for payment
determination in 2024, ASC-19: facility-level hospital
visits within 7 days after general surgery procedures
performed at ambulatory surgical centers. The general
surgery procedures included in this measure are
abdominal, alimentary tract, skin/soft tissue, wound,
and varicose vein stripping. We applaud CMS’s
decision to add this measure to the ASCQR. However,
the procedures included in this measure accounted for
just 3.3 percent of ASC surgical procedures provided
to FFS Medicare patients in 2019, so CMS may need
to add more measures to further address this issue.

CMS’s delay of the Consumer Assessment of
Healthcare Providers and Systems® (CAHPS®) patient
experience survey quality data excludes an important
part of assessing quality of care.® Among the
Commission’s quality measurement principles is that
quality programs include patient experience measures
(Medicare Payment Advisory Commission 2018b).
CAHPS is the only survey in the ASCQR Program
that asks patients about their experience.

ASCQR measures should be further synchronized
with OQR measures to facilitate comparison across
ASCs and HOPDs. For 2021, the ASCQR and

the OQR possess four common quality measures
that pertain to cataract procedures, colonoscopy
procedures, and patient assessments. CMS should
consider further expanding the overlap of the
ASCQR and OQR, relying on either measures of
general surgical procedures or measures of specific
surgical procedures common to both settings. For
example, CMS could consider implementing OQR
measure OP-36 (the number of hospital visits

after any outpatient surgery) within the ASCQR,

or implementing ASCQR measures ASC—17 and
ASC-18 (the number of hospital visits following
orthopedic and urology procedures, respectively)
within the OQR. In addition, the previously mentioned
delay in implementing the CAHPS patient experience
measures affects both the ASCQR and OQR and
impedes the comparison of ASCs and HOPDs.

CMS should develop other quality measures

Because of the concerns cited above and the potential
value of clinical outcome measures that apply to all ASCs,
we believe CMS could consider developing new ASC
quality measures covering any or all three following areas:

o The share of Medicare beneficiaries discharged
Jrom ASCs who have subsequent unplanned hospital
visits. CMS has already begun to implement these
measures for certain specialties through ASC-12,
ASC-17, ASC-18, and ASC-19, but CMS has not
developed these measures for some specialty areas or
individual procedures that are common to ASCs, such
as pain management.

®  Surgical site infections (SSIs) occurring at ASCs
Jor the ASCQR Program. Researchers have found
that lapses in infection control were common among
a sample of ASCs in three states (Schaefer et al.
2010). The Hospital Inpatient Quality Reporting
Program includes an SSI measure that applies
primarily to inpatient procedures. Although CMS
has considered an SSI measure for ASCs in the past
(Centers for Medicare & Medicaid Services 2011),
it is not currently working to develop one (Centers
for Medicare & Medicaid Services 2016). In general,
an SSI measure could be used to track infection
rates for ASCs and identify quality improvement
opportunities for ambulatory surgeries conducted in
HOPDs and ASCs. In addition, measuring SSI rates
could encourage providers to collaborate and better
coordinate care for ambulatory surgery patients.

e Specialty-specific clinical guidelines to assess the
appropriateness of specific services provided in
ASCs. While the ASCQR currently includes two ASC-
reported colonoscopy measures that assess appropriate
follow-up care, CMS could consider claims-based
measures that assess appropriateness. For example,
current American Cancer Society guidelines state
that patients over the age of 85 should no longer
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Creating a value-based purchasing program for ambulatory surgical centers

n 2012, the Commission recommended that are costly but of low value). Also, quality measurement
Ithe Congress authorize and CMS implement should not be burdensome for providers. ASCs can

a value-based purchasing (VBP) program for choose to use more granular measures to manage their
ambulatory surgical centers (ASCs). We restate the own quality improvement.
recommendation:

An ASC VBP should give rewards based on clear,
The Congress should direct the Secretary to absolute, and prospectively set performance targets

implement a value-based purchasing program (as opposed to “tournament models,” which require

for ambulatory surgical center services no later that some providers gain while others lose). The
than 2016. Medicare program should account for differences in

a provider’s population, including social risk factors.
Because adjusting results for social risk factors can
mask disparities in clinical performance, Medicare
should account for social risk factors by directly

CMS established a quality reporting program for ASCs adjusting payment through peer grouping, under which

A VBP would reward high-performing providers and
penalize low-performing providers (Medicare Payment
Advisory Commission 2012).”

in 2012. However, Medicare payments to ASCs are benchmarks for achievement are group specific, and
not adjusted based on how they perform on quality each provider is compared with its peers (defined as
measures, only on whether they report the measures. providers whose patient populations are similar in
The Commission believes that high-performing ASCs terms of their social risk factors). In addition, funding
should be rewarded and low-performing facilities for VBP incentive payments should come from existing
should be penalized through the payment system. Medicare spending for ASC services. Initially, funding
for the incentive payments should be set at 1 percent to
Consistent with the Commission’s overall position on 2 percent of aggregate ASC payments. The size of this
Medicare quality measurement, an ASC VBP program pool should be expanded gradually as more measures
should incorporate measures that are patient-oriented, are developed and ASCs become more familiar
encourage coordination across providers and time, and with the program. (The Commission’s March 2016
promote change in the delivery system. The ASC VBP report to the Congress provides more detail about our
should include outcomes, patient experience, and value recommendation to CMS about an ASC VBP program
measures (a value measure would address services that (Medicare Payment Advisory Commission 2016)). m

receive colorectal cancer screening (American Cancer ASCs’ access to cqpitql: Growth in number
Society 2018). Using these guidelines, a new measure ~ of ASCs suggests adequate access
could identify ASCs’ share of colonoscopy cases for

Owners of ASCs require capital to establish new facilities
beneficiaries over age 85. CMS could consider similar

and upgrade existing ones. The change in the number
appropriateness measures for certain procedures that of ASCs is the best available indicator of ASCs’ ability
have become more common in ASCs in recent years to obtain capital. The number of ASCs increased in

or for which concerns about appropriate use have 2019 by 2.5 percent, faster than in previous years (Table
been suggested, such as spinal injections or certain 5-1, p. 142). However, Medicare accounts for a small
orthopedic procedures. share—perhaps 20 percent—of ASCs’ overall revenue, so
factors other than Medicare payments could have a larger
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TABLE

5-8 Medicare payments to ASCs grew, 2014-2019
Average annual change
2014 2018 2019 2014-2018 2018-2019
Medicare payments (in billions of dollars) $3.7 $4.9 $5.2 6.1% 7.3%
Medicare payments per FFS beneficiary $116 $145 $157 5.8 8.3

Note:
Payments include spending for new-technology intraocular lenses.

ASC (ambulatory surgical center), FFS (fee-for-service). “Medicare payments” includes program spending and beneficiary cost sharing for ASC facility services.

Source: MedPAC analysis of data from the Office of the Actuary at CMS and data from physician/supplier standard analytic files.

effect on access to capital for this sector (Medical Group
Management Association 2009).

From 2015 through 2017, hospital systems, private equity
firms, and insurers were involved in vertical integration
efforts that included acquisitions of and investments in
businesses that own and operate ASCs. More recently,
these acquisitions and investments have slowed. Indeed,
no large-scale transactions occurred in the ASC industry in
2019. However, the ASC industry continued to consolidate
in 2019, largely through small horizontal transactions

such as Gastro Health LLC acquiring Puget Sound
Gastroenterology on September 23, 2019. Gastro Health
made two other acquisitions in 2019 (Park 2020).

Large health care management companies also continued
to acquire ASCs in 2019. The six largest of these
organizations (United Surgical Partners International,
AmSurg, Surgical Care Affiliates, SurgCenter
Development, HCA, and Surgery Partners Holding)
increased the number of ASCs they held from 1,092

to 1,152—a 5.5 percent increase (Park 2020). Smaller
organizations are also involved in increasing the number
of ASCs, such as the University Hospitals in Cleveland
partnering with ValueHealth (a digital health company) to
develop an ASC network (Dyrda 2020).

Finally, data from the annual analysis of Pennsylvania’s
ASCs, conducted by the Pennsylvania Health Care Cost
Containment Council (PHC4), indicate that ASCs are very
profitable. PHC4 found that ASCs in Pennsylvania had

an average total margin (an all-payer margin that includes
Medicare) of 25 percent in 2019 (Pennsylvania Health
Care Cost Containment Council 2020).'°

Although the various entities noted above appear to

have adequate access to capital, we caution that these
companies have ownership in less than 20 percent of the
more than 5,800 ASCs. Consequently, the experience of
these entities collectively may not reflect that of the entire
ASC sector.

During the coronavirus PHE, acquisition of ASCs

has continued. In December 2020, Tenet Healthcare
announced that it will acquire up to 45 ASCs from
SurgCenter Development for $1.1 billion (Oliver 2020).

Medicare payments: Payments have steadily
increased

In 2019, ASCs received $5.2 billion in Medicare payments
and beneficiaries’ cost sharing (Table 5-8). We estimate
that spending by the Medicare program was $4.2 billion
and beneficiary cost sharing was $1.0 billion (data not
shown).

Spending per FFS beneficiary increased by an average
annual rate of 5.8 percent from 2014 through 2018 and
by 8.3 percent in 2019 (Table 5-8). The increase in 2019
reflects a 2.1 percent increase in the ASC conversion
factor, a 2.7 percent increase in per capita volume, a 2.3
percent increase in the average relative weight of ASC
services, and a 1.2 percent effect from an increase in
spending from 2018 to 2019 on separately paid drugs
provided to Medicare beneficiaries treated in ASCs.

The effects of the coronavirus PHE on Medicare revenue
in ASCs are not reflected in this analysis. The pandemic
undoubtedly reduced ASCs’ Medicare revenue in 2020,
but how much is uncertain. Our limited information
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suggests that ASC volume and revenue substantially
declined in March and April of 2020, rebounded
strongly in May and June of 2020, but were still below
prepandemic levels. We do not yet have data that provide
a reasonable estimate of the effect of the PHE on ASC
volume and revenue after June 2020, but we intend to
determine the effects when data become available.

How should Medicare payments change
in 2022?

Our analysis indicates that the number of ASCs has
increased, beneficiaries’ use of ASCs has increased, and
access to capital has been adequate. Measures of ASC
quality indicate that quality had been improving, but that
improvement may have plateaued. Also, we have identified
areas for improvement in ASC quality measurement. Our
information for assessing payment adequacy, however, is
limited because Medicare does not require ASCs to submit
cost data, unlike other types of facilities. Since 2010, the
Commission has recommended that the Congress require
ASCs to submit cost data (Medicare Payment Advisory
Commission 2010).

Cost data would enable the Commission to examine the
growth of ASCs’ costs over time and analyze Medicare
payments relative to the costs of efficient providers,
which would help inform our decisions about the ASC
update. Cost data also are needed to examine whether

an alternative input price index would be an appropriate
proxy for ASC costs. As discussed in the text box about
revisiting the ASC market basket index, the Commission
has previously expressed concern that the price index
CMS used to update the ASC conversion factor from 2010
through 2018 (the CPI-U) likely does not reflect ASCs’
cost structure (Medicare Payment Advisory Commission
2010). Also, the price index that CMS is using to update
the ASC conversion factor from 2019 through 2023—the
hospital market basket—does not reflect ASCs’ cost
structure.

CMS has concluded that it needs data on ASC input costs,
but to date has not required ASCs to submit cost data
(Centers for Medicare & Medicaid Services 2012). CMS
has requested public comment on whether the agency
should collect cost data from ASCs for use in determining
ASC payment rates. ASC representatives commented that
they oppose a requirement for ASCs to submit formal cost

reports but expressed willingness to complete surveys if
doing so is not administratively burdensome (Centers for
Medicare & Medicaid Services 2017).

We contend it is feasible for ASCs to provide cost
information. All other facility providers submit cost data
to CMS. Indeed, ASCs in Pennsylvania submit cost and
revenue data annually to a state agency that uses the data
to estimate margins for those ASCs (Pennsylvania Health
Care Cost Containment Council 2020). We recognize
that ASCs are generally small facilities that may have
limited resources for collecting cost data. However, such
businesses typically keep records of their costs for filing
taxes and other purposes, and other facility providers that
are typically small, such as home health agencies and
hospices, furnish cost data to CMS.

To minimize the burden on CMS and ASCs, CMS should
create a streamlined process for ASCs to track and submit
a limited amount of cost data. CMS has conducted
surveys of random samples of ASCs (1986 and 1994),
and we believe CMS could do these surveys annually,
with mandatory response. CMS could also streamline
ASC cost reporting by annually collecting a set of cost
variables from all ASCs that is more limited than what

is collected through formal cost reports, which would
require less time for ASCs to complete. Alternatively,
CMS could require ASCs to submit cost data from their
existing cost accounting systems, provided the definitions
of their reported cost variables are consistent with CMS’s
definitions. The Commission does not believe that a
streamlined process for collecting cost data would place

a large burden on ASCs. After all, individual taxpayers
complete and submit lengthy income tax forms. Therefore,
the Commission sees no reason why ASCs cannot submit
at least minimal cost data.

For the Commission to determine the relationship between
Medicare payments and the costs of efficient ASCs, ASCs
would optimally submit the following information:

* total costs for the facility;

e Medicare unallowable costs, such as entertainment,
promotion, and bad debt;

* the costs of clinical staff who bill Medicare
separately, such as anesthesiologists and clinical nurse
anesthetists (these costs would be excluded from
the facility’s costs because these clinicians are paid
separately under Medicare);
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Revisiting the ASC market basket index

om 2010 through 2018, CMS used the consumer

F;)rice index for all urban consumers (CPI-U)

as the market basket to update the conversion
factor in the ambulatory surgical center (ASC) payment
system. Because of our concern that the CPI-U likely
does not reflect ASCs’ cost structure, the Commission
examined in 2010 whether an alternative market basket
index would better measure changes in ASCs’ input
costs (Medicare Payment Advisory Commission 2010).
Using data from a Government Accountability Office
(GAO) survey of ASC costs in 2004, we compared
the distribution of ASC costs with the distribution of
hospital and physician practice costs. We found that
ASCs’ cost structure is different from that of hospitals
and physician offices. ASCs have a much higher share
of expenses for medical supplies and drugs than the
other two settings, a much smaller share of employee
compensation costs than hospitals, and a smaller share
of all other costs (such as rent and capital costs) than
physician offices. For more detail about our methods
and findings, see Chapter 2C of our March 2010
report to the Congress (Medicare Payment Advisory
Commission 2010).

Since our 2010 analysis, CMS has considered whether
the hospital market basket (MB) or the practice expense
component of the Medicare Economic Index (MEI) is

a better proxy for ASC costs than the CPI-U (Centers
for Medicare & Medicaid Services 2012). Both the
hospital MB and the MEI reflect a different mix of
inputs and, therefore, a different mix of costs from what
is typical in ASCs. Most recently, CMS has decided

to use the hospital MB as the basis for updating ASC
payment rates from 2019 through 2023 (Centers for
Medicare & Medicaid Services 2018). However,
because of differences between the ASC and hospital
cost structures, we find that the hospital MB is not an
appropriate market basket for ASCs.

The ASC cost data from GAO used in our
comparative analysis are 17 years old and do not
contain information on several types of costs.
Therefore, the Commission has recommended many
times that the Congress require ASCs to submit

new cost data to CMS (Medicare Payment Advisory
Commission 2020, Medicare Payment Advisory
Commission 2019, Medicare Payment Advisory
Commission 2018c, Medicare Payment Advisory
Commission 2015, Medicare Payment Advisory
Commission 2014, Medicare Payment Advisory
Commission 2013b, Medicare Payment Advisory
Commission 2012, Medicare Payment Advisory
Commission 2011b, Medicare Payment Advisory
Commission 2010). In each of the last eight years, the
Commission recommended eliminating the update
to the ASC conversion factor, meaning the ASC
conversion factor would not change from the previous
year. CMS should use cost data to examine whether
an existing Medicare price index is an appropriate
proxy for ASC costs or an ASC-specific market
basket should be developed. A new ASC MB could
include the same types of costs that appear in the
hospital MB or MEI but with different cost weights
that reflect ASCs’ unique cost structure. Bl

* total charges across all payers and charges for
Medicare patients (CMS could allocate total facility
costs to Medicare based on Medicare’s proportion of
total charges); and

* total Medicare payments.

In addition, CMS would need to collect data on specific
cost categories to determine an appropriate input
price index for ASCs. For example, CMS would need

data on the share of ASCs’ costs related to employee
compensation, medical supplies, medical equipment,
building expenses, and other professional expenses (such
as legal, accounting, and billing services). CMS could
use this information to examine ASCs’ cost structure and
determine whether an existing Medicare price index is
an appropriate proxy for ASC costs or whether an ASC-
specific market basket should be developed.

MECIpAC
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CMS used the CPI-U to update the ASC conversion factor
from 2010 through 2018. However, CMS has indicated
that the CPI-U does not reflect ASCs’ input costs. CMS
made a significant regulatory change and decided to use
the hospital market basket (MB) as the basis for updating
the ASC conversion factor for a five-year period—2019
through 2023. CMS used the hospital MB to increase

the ASC conversion factor by 2.1 percent in 2019 and

by 2.6 percent in 2020. For 2021, the update to the ASC
conversion factor is 2.4 percent, which is based on a
projected percent increase in the hospital MB minus a

0.0 percent reduction for multifactor productivity growth,
as mandated by the Affordable Care Act. CMS based its
decision to use the hospital MB in place of the CPI-U on
concerns that the differences in payment rates between the
ASC payment system and the OPPS have caused a shift of
care from ASCs to HOPDs. CMS believes that using the
same update mechanism for both ASCs and HOPDs could
“encourage the migration of services from the hospital
setting to the ASC setting and increase the presence of
ASCs in health care markets or geographic areas where
previously there were none or few, thus promoting better
beneficiary access to care” (Centers for Medicare &
Medicaid Services 2018). However, the growth in surgical
volume per FFS beneficiary was higher in ASCs than

in HOPDs in both 2017 and 2018, which suggests that
services may have been shifting from HOPDs to ASCs
without use of the hospital MB to update payments. Also,
the growth in surgical volume was similar in ASCs and
HOPDs in 2019, the first year that CMS used the hospital
MB to update ASC payment rates. The increase in the rate
of growth in ASCs relative to HOPDs may have been due
to the provision in Section 603 of the Bipartisan Budget
Act of 2015, which largely requires that ASCs acquired by
hospitals will be paid at the relatively low payment rates
in the PES if the hospitals convert them to off-campus
outpatient departments, while they would continue to be
paid at the ASC rates if the hospitals keep them as ASCs.

During the five-year period of using the hospital MB,
CMS states that it will:

e Assess whether there is a migration of services from
hospitals to ASCs.

e Assess the possibility of working with stakeholders
to collect cost data from ASCs in a minimally
burdensome manner and possibly propose a plan to
collect cost data (Centers for Medicare & Medicaid
Services 2018).

Beginning with the Commission’s March 2010 report

to the Congress, the Commission has stated for several
years in comment letters and in published reports that the
CPI-U does not likely reflect the current input costs of
ASCs (Medicare Payment Advisory Commission 2010).
However, the Commission does not support using the
hospital MB index as an interim method for updating

the ASC conversion factor because this index also does
not accurately reflect ASCs’ costs (Medicare Payment
Advisory Commission 2018a). CMS acknowledges that
the ASC and hospital cost structures are not identical
because ASCs tend to be single specialty and for profit and
are not required to comply with the Emergency Medical
Treatment and Labor Act. The Commission concurs with
these observations and adds that, relative to hospitals,
ASCs are more urban, serve a different mix of patients,
have a much higher share of expenses related to medical
supplies and drugs, and have a smaller share of employee
compensation costs.

The Commission asserts that CMS should forgo the
five-year period to assess the feasibility of ASC cost
reporting and instead use its authority and resources to act
quickly in gathering ASC cost data. ASCs are profitable
organizations, and the number of ASCs and the volume
of services continue to grow. Therefore, we believe it is
unnecessary for CMS to spend five years assessing the
feasibility of collecting cost data from ASCs.

Recommendation

In evaluating a need for an update to the ASC conversion
factor for 2022, the Commission balanced the following
objectives:

e maintain beneficiaries’ access to ASC services;
*  pay providers adequately;

*  maintain the sustainability of the Medicare program
by appropriately restraining spending on ASC
services;

* keep providers under financial pressure to constrain
costs; and

* require ASCs to submit cost data.

In balancing these goals, the Commission concludes that
the ASC update for 2022 should be eliminated and that the
Secretary should collect cost data from ASCs.
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RECOMMENDATION 5-1

For calendar year 2022, the Congress should eliminate
the update to the 2021 Medicare conversion factor for

ambulatory surgical centers.

RECOMMENDATION 5-2

The Secretary should require ambulatory surgical centers
to report cost data.

RATIONALE 5-1 AND 5-2

On the basis of our payment adequacy indicators,
combined with the importance of maintaining financial
pressure on providers to constrain costs, we believe that
the ASC conversion factor should not be increased for
2022. That is, the 2022 conversion factor in the ASC
payment system should be the same as the conversion
factor in 2021. Though we do not have cost data, and

we have reservations about the measures used within the
ASCQR, the indicators of payment adequacy for which
we have information are positive: The volume of ASC
services per beneficiary increased in 2019, the complexity
of ASC services provided increased, and the number of
ASCs increased. Also, ASCs appear to have adequate
access to capital, ASC quality of care data have trended
positive, and Medicare payments to ASCs have continued
to grow.

The Commission has persistently recommended that the
Secretary collect cost data from ASCs. Cost data would
enable CMS and the Commission to examine the growth
of ASCs’ costs over time and evaluate Medicare payments
relative to the costs of an efficient provider, which

would help inform decisions about the ASC payment
update. Cost data are also needed to evaluate whether

an alternative input price index would be an appropriate
proxy for ASC costs.

We see no reason why ASCs should not be able to

submit cost data. CMS collects cost data from all other
institutional providers participating in the Medicare
program. To date, the ASC industry has asserted that ASCs
are small operations that lack the capacity and accounting
expertise to enable them to complete cost reports.

However, some of the sectors from which CMS collects
cost data are predominantly small providers. Therefore,
any ASC should be able to compile and submit a minimum
set of cost data. Also, while the majority of ASCs consists
of freestanding facilities, hospital corporations and other
large health care entities have acquired more ASCs and
have the capacity and expertise to complete cost reports.
CMS could limit the scope of the cost reporting system to
minimize administrative burden on ASCs and the program.
In addition, to implement this change, CMS should make
cost reporting a condition of ASC participation in the
Medicare program.

IMPLICATIONS 5-1 AND 5-2

Spending

* The Secretary has the authority to update the ASC
conversion factor and has decided to use the hospital
MB index as the basis for updating the conversion
factor from 2019 through 2023 (Centers for Medicare
& Medicaid Services 2018). The ACA requires
that the update factor be reduced by a multifactor
productivity measure. The currently projected hospital
MB index increase for 2022 is 2.7 percent, and
the forecast of productivity growth for 2022 is 0.3
percent, resulting in a projected update of 2.4 percent
to the conversion factor for 2022. Relative to current
Medicare law, our recommendation would decrease
federal spending by between $50 million to $250
million in the first year and by less than $1 billion over
five years.

Beneficiary and provider

*  Because of the growth in the number of ASCs and the
increase in ASCs’ revenue from Medicare, we do not
anticipate that these recommendations will diminish
beneficiaries’ access to ASC services or providers’
willingness or ability to provide those services.

*  ASCs may incur some minimal administrative costs
to track and submit cost data, but we believe cost
accounting is standard practice in the ASC industry,
and ASCs should be able to draw cost data from that
source. W
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Endnotes

CMS determines the payment rates in the ASC system
independently from the payment rates in the PES. Therefore,
it is possible for an office-based procedure to have its payment
rate based on the standard method in one year and on the PFS
nonfacility rate the next year, or vice versa.

Under Section 319 of the Public Health Services Act, the
Secretary of Health and Human Services may determine that a
disease or disorder presents a public health emergency (PHE)
or that a PHE, including significant outbreaks of infectious
disease or bioterrorist attacks, otherwise exists. The Secretary
first determined the existence of the coronavirus PHE, based
on confirmed cases of COVID-19 in the U.S., on January 31,
2020. At the time of publication, the coronavirus PHE had
been renewed four times, most recently on January 7, 2021.

State certificate-of-need (CON) laws appear to affect the
number of ASCs in a state. Twenty-five states and the District
of Columbia have CON laws for ASCs. Nine of the 10 states
with the fewest ASCs per capita have CON laws for ASCs,
while only 5 of the 10 states that have the most ASCs per
capita have CON laws. Among these five states, Georgia has
an exception in its CON requirements that makes it easier

to establish new ASCs, and the large number of ASCs in
Maryland relative to other states is likely a response to a
Medicare waiver under which Maryland hospitals operate
under global budgets. Under this system, hospital budgets are
capped, and they receive no additional revenue if they exceed
their budgets. However, medical care received in ASCs falls
outside the budgets, so there is an incentive for hospitals to
shift outpatient surgical care to ASCs.

We define single-specialty ASCs as those with more than 67
percent of their Medicare claims in one clinical specialty. We
define multispecialty ASCs as those with less than 67 percent
of their Medicare claims in one clinical specialty.

5

10

By statute, coinsurance for a service paid under the OPPS
cannot exceed the hospital inpatient deductible ($1,484
in 2021). The ASC payment system does not have the
same limitation on coinsurance; for a small percentage of
HCPCS codes covered under the ASC payment system,
the ASC coinsurance exceeds the inpatient deductible. In
these instances, the ASC coinsurance exceeds the OPPS
coinsurance.

Cost sharing is lower under the ASC payment system for 96.1
percent of HCPCS codes that are covered under the ASC
payment system.

Rather than enact a full discontinuation of measures ASC-1
through ASC—4, CMS has decided to suspend data collection
of these four measures. Suspension means that ASCs are no
longer required to report data on these measures, but CMS
will retain them in the ASCQR Program for possible future
use. Patient experience will be assessed using the Consumer
Assessment of Healthcare Providers and Systems® (CAHPS®)
survey measures but implementation of CAHPS measures has
been delayed.

CAHPS is a registered trademark of the Agency for
Healthcare Research and Quality, a U.S. government agency.

The Commission also described its principles for a VBP
program for ASCs in a letter to the Congress that commented
on the Secretary’s report to the Congress about a VBP
program for ASCs (Medicare Payment Advisory Commission
2011a).

The margins for ASCs have important differences from the
margins in other sectors such as hospitals. In particular, the
cost data used to determine margins for most ASCs do not
include compensation for physician owners or the taxes paid
on that compensation.
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R ECOMMENDA AT O N

For calendar year 2022, the Congress should eliminate the update to the 2021 Medicare
end-stage renal disease prospective payment system base rate.
COMMISSIONER VOTES: YES 17 « NO O « NOT VOTING O » ABSENT 0




CHAPTER

Outpatient dialysis services

Chapter summary In this chapter

Outpatient dialysis services are used to treat the majority of individuals

* Are Medicare payments
with end-stage renal disease (ESRD). In 2019, nearly 395,000 beneficiaries

adequate in 2021?
with ESRD on dialysis were covered under traditional fee-for-service (FFS) o
Medicare and received dialysis from nearly 7,700 dialysis facilities. Since * How should Medicare
2011, Medicare has paid for outpatient dialysis services based on a prospective payments change in 2022?

payment system (PPS) bundle that includes certain dialysis drugs and ESRD-
related clinical laboratory tests that were previously paid separately. In 2019,
Medicare expenditures for outpatient dialysis services were $12.9 billion. Ten
percent of total spending in 2019 consisted of payments for two calcimimetics
paid under the ESRD PPS’s transitional drug add-on payment adjustment
(TDAPA); this policy pays providers according to the number of units of a

drug and the drug’s average sales price.

In this chapter, we recommend a payment rate update for 2022. Because of
standard data lags, the most recent complete data we have for most payment
adequacy indicators is from 2019. Where relevant, we have considered

the effects of the 2020 coronavirus public health emergency (PHE) on our
indicators and whether those effects are likely to be temporary or permanent.
To the extent that the effects of the PHE are temporary or vary significantly
across outpatient dialysis facilities, they are best addressed through targeted
temporary funding policies rather than a permanent change to all dialysis

facilities” payment rates in 2022 and future years. Based on information
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available at the time of publication, we do not anticipate any long-term PHE-related
effects that would warrant inclusion in the annual update to outpatient dialysis

facility payments in 2022.

Assessment of payment adequacy

Our payment adequacy indicators for outpatient dialysis services are generally

positive.

Beneficiaries’ access to care—Growth in the capacity of dialysis facilities and their
continued financial incentive to treat additional Medicare FFS beneficiaries indicate

that beneficiaries’ access to dialysis services has been adequate.

e  Capacity and supply of providers—Dialysis facilities appear to have the
capacity to meet demand. Between 2018 and 2019, the number of dialysis
treatment stations grew faster than the number of FFS dialysis beneficiaries (but
kept pace with demand from all dialysis patients).

e Volume of services—Between 2018 and 2019, growth in the number of FFS
dialysis beneficiaries matched growth in the total number of treatments. At
the same time, use of ESRD drugs in the bundle (including erythropoiesis-
stimulating agents, which are used in anemia management) continued to
decline, but at a slower rate than during the initial years of the ESRD PPS
(2011 and 2012). The ESRD PPS created an incentive for providers to be more
judicious about their provision of ESRD drugs that are included in the payment
bundle.

e The marginal profit—The 25 percent marginal profit in 2019 suggests that
dialysis providers have a financial incentive to continue to serve Medicare

beneficiaries.

Quality of care—Between 2014 and 2019, hospitalization, hospital readmission,
and mortality rates remained steady, though the proportion of FFS dialysis
beneficiaries using the emergency department slightly increased. Between 2014 and
2019, the share of beneficiaries using home dialysis, which is associated with better

patient satisfaction, increased.

Providers’ access to capital—Information from investment analysts suggests
that access to capital for dialysis providers continues to be strong. The number of
facilities, particularly for-profit facilities, continues to increase. Under the ESRD
PPS, the two largest dialysis organizations have grown through acquisitions and

mergers with midsize dialysis organizations.

Medicare payments and providers’ costs—Our analysis of Medicare payments
and costs is based on 2018 and 2019 claims and cost report data submitted to CMS
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by freestanding dialysis facilities, which provided 96 percent of all FES dialysis
treatments in both years. During this period, cost per treatment fell by 4 percent,
while Medicare payment per treatment rose by 2 percent, and the aggregate
Medicare margin increased from 2.1 percent to 8.4 percent. The increase in the
aggregate Medicare margin is linked to the profitability of the TDAPA drugs,
particularly generic oral calcimimetics that became available in 2019. We project
the 2021 Medicare margin will drop to 4 percent, in part due to CMS including
calcimimetics in the ESRD PPS bundled payment, which will promote provider

efficiency.

How should Medicare payments change in 2022?

Under current law, the Medicare FES base payment rate for dialysis services is
projected to increase by 1.5 percent. Given that most of our indicators of payment
adequacy are positive, the update recommendation is that for 2022, the Congress
should eliminate the update to the 2021 ESRD PPS base rate. B
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Dialysis treatment choices

ialysis replaces the filtering function of
Dthe kidneys when they fail. The two types

(modalities) of dialysis—hemodialysis and
peritoneal dialysis (PD)—remove waste products from

the bloodstream differently. For each of these two
dialysis types, patients may select various protocols.

Most dialysis patients travel to a treatment facility to
undergo hemodialysis three times per week, although
patients can also undergo hemodialysis at home.
Hemodialysis uses an artificial membrane encased in a
dialyzer to filter the patient’s blood. Because of recent
clinical findings, there is increased interest in more
frequent hemodialysis, administered five or more times
per week while the patient sleeps, and short (two to
three hours per treatment) daily dialysis administered
during the day. Research also has increased interest in
the use of “every-other-day” hemodialysis; reducing the
two-day gap in thrice-weekly hemodialysis could be
linked to improved outcomes.

PD, the most common form of home dialysis, uses
the lining of the abdomen (peritoneum) as a filter to
clear wastes and extra fluid and is usually performed
independently in the patient’s home or workplace five

to seven days a week. During treatments, a cleansing
fluid (dialysate) is infused into the patient’s abdomen
through a catheter. This infusion process (an exchange)
is done either manually (continuous ambulatory
peritoneal dialysis) or using a machine (automated
peritoneal dialysis).

Patients should be given the opportunity to make

an informed choice about the type of dialysis they
select. Each dialysis method has advantages and
disadvantages; no one method is best for everyone.
People choose a particular dialysis method for many
reasons, including quality of life, patients” awareness of
different treatment methods and personal preferences,
and physician training and recommendations. The use
of home dialysis has grown since 2009, a trend that has
continued under the end-stage renal disease prospective
payment system. Some patients switch methods when
their conditions or needs change. Although most
patients still undergo in-center dialysis, home dialysis
remains a viable option for many patients because of
such advantages as increased patient satisfaction, better
health-related quality of life, and fewer transportation
challenges compared with in-center dialysis. B

End-stage renal disease (ESRD) is the last stage of
chronic kidney disease (CKD) and is characterized by
permanent, irreversible kidney failure. Patients with ESRD
include those who are treated with dialysis—a process
that removes wastes and fluid from the body—and those
who have a functioning kidney transplant. Because of the
limited number of kidneys available for transplantation
and the variation in patients’ suitability for transplantation,
about 70 percent of ESRD patients undergo maintenance
dialysis (see text box on dialysis treatment choices).
Patients receive additional items and services related to
their dialysis treatments, including dialysis drugs and
biologics to treat conditions such as anemia and bone
disease resulting from the loss of kidney function.

The 1972 amendments to the Social Security Act extended
Medicare benefits to people with ESRD, including

those under age 65. For an individual with ESRD to
qualify for Medicare, he or she must be fully or currently
insured under the Social Security or Railroad Retirement
program or be the spouse or dependent child of an eligible
beneficiary.!

In 2019, nearly 395,000 ESRD beneficiaries on dialysis
were covered under fee-for-service (FFS) Medicare and
received dialysis from nearly 7,700 dialysis facilities.>>
Since 2011, Medicare has been paying facilities using a
prospective payment system (PPS) bundle that includes
dialysis drugs (for which facilities previously received
separate payments) and services for which other Medicare
providers (such as clinical laboratories) previously
received separate payments.* In 2019, Part B spending
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TABLE
6-1 FFS dialysis beneficiaries are
disproportionately younger, male,
and Black compared with all
Medicare FFS beneficiaries, 2019
Share of FFS:
Dialysis All other
beneficiaries  beneficiaries
Age
Under 45 years 10% 3%
45-64 years 37 11
65-74 years 28 49
75-84 years 18 26
85+ years 6 12
Sex
Male 56 47
Female 44 53
Race
White 47 81
Black 35 9
Hispanic 8 2
Asian 4 2
All others 6 5
Residence, by type of county
Urban 83 80
Micropolitan 10 11
Rural, adjacent to urban 5 5
Rural, not adjacent to urban 2 4
Frontier 1 1

Note:  FFS (feefor-service). “All other beneficiaries” excludes beneficiaries on
dialysis and those who have received a kidney transplant. Beneficiary
location reflects the beneficiary’s county of residence in one of four
categories (urban, micropolitan, rural adjacent to urban, and rural
nonadjacent to urban) based on an aggregation of the Urban Influence
Codes. Frontier counties have six or fewer people per square mile. Totals
may not sum to 100 percent due to rounding.

Source: Data compiled by MedPAC from enrollment data and claims submitted by
dialysis facilities to CMS.

for Medicare-covered outpatient dialysis services was
$12.9 billion. This total includes payments of nearly
$1.3 billion for the two ESRD drugs classified as
calcimimetics—Sensipar (oral cinacalcet) and Parsabiv
(injectable etelcalcetide)—that qualified, beginning in
2018, for a transitional drug add-on payment adjustment
(TDAPA) under the ESRD PPS. As of December 2020,

the calcimimetics’ add-on payment is the first and only
TDAPA that CMS has implemented under the ESRD PPS.
Additionally, in 2018 (the most recent data available), Part
D payments for ESRD oral-only drugs that were not yet
included in the PPS—multiple phosphate binders—totaled
nearly $1.2 billion.

In 2019, most of Medicare’s dialysis beneficiaries had
FES coverage. Historically, beneficiaries with ESRD were
prohibited from enrolling in Medicare Advantage (MA)
plans. However, beneficiaries enrolled in a managed care
plan before receiving an ESRD diagnosis can remain in
the plan after they are diagnosed. Over time, the share of
all Medicare ESRD beneficiaries on dialysis under FES
has gradually declined, while the share of beneficiaries
enrolled in MA plans has increased. For example, between
2014 and 2019, the share of MA beneficiaries on dialysis
rose from about 17 percent to 24 percent and the share of
FFS beneficiaries on dialysis fell from about 83 percent to
76 percent.

In 2000, the Commission recommended that the Congress
lift the prohibition on ESRD beneficiaries enrolling in
MA (Medicare Payment Advisory Commission 2000).
The 21st Century Cures Act allows ESRD beneficiaries

to enroll in MA beginning in 2021. In addition, dialysis
beneficiaries residing in selected geographic areas have
access to ESRD special needs plans (SNPs), a type of
chronic condition SNP (C-SNP). As of October 2020, few
dialysis beneficiaries—about 5,800—were enrolled in 10
ESRD SNPs operated by 7 managed care organizations

in 6 states (Arizona, California, Connecticut, Nevada,
New Jersey, and Texas). The Commission recommended
that Medicare maintain C—-SNPs for beneficiaries with
ESRD, HIV/AIDs, or chronic and disabling mental health
conditions (Medicare Payment Advisory Commission
2013).

Characteristics of fee-for-service dialysis
beneficiaries, 2019

Compared with all other Medicare FFS beneficiaries, FFS
dialysis beneficiaries are disproportionately younger, male,
and Black (Table 6-1). In 2019, 75 percent of FFS dialysis
beneficiaries were less than 75 years old, 56 percent were
male, and 35 percent were Black. By comparison, of all
FFS Medicare beneficiaries, 63 percent were less than 75
years old, 47 percent were male, and 9 percent were Black.
A greater share of dialysis beneficiaries resided in urban
areas compared with all FFS beneficiaries (83 percent vs.
80 percent).
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To help pay for Part A and Part B cost sharing, some FFS
beneficiaries have private or other public coverage that
supplements the FFS benefit package. Compared with all
FFS beneficiaries, FFS dialysis beneficiaries are:

* more likely to be dually eligible for Medicare and
Medicaid (18 percent vs. 46 percent),

* less likely to have coverage from other sources such
as Medigap and employer-sponsored health plans (58
percent vs. 30 percent), and

» as likely to have no supplemental coverage (about 24
percent for each group).

In addition, since 1997, the American Kidney Fund has
maintained a Health Insurance Premium Program that
helps pay dialysis patients’ health insurance premiums,
including Medicare Part B premiums.’

Over the last decade, the adjusted rate of new ESRD cases,
or incidence rate (which includes patients of all types of
health coverage who initiate dialysis or receive a kidney
transplant), has declined. Between 2008 and 2018 (the
most recent year of data available), the adjusted incidence
rate decreased by 1 percent per year, from 417 per million
people to 385 per million people, the lowest incidence
rate since 1998 (United States Renal Data System 2020).
We estimate that in 2019, nearly 84,000 FFS beneficiaries
were new to dialysis, and about half (45 percent) were
under age 65 and thus entitled to Medicare based on
ESRD (with or without disability).6

The timing of starting dialysis is a matter of clinical
judgment, guided by values of residual kidney function
and the symptoms and comorbidities of affected patients.
From the mid-1990s through 2010, the Commission’s
analysis of data (from CMS’s ESRD Medical Evidence
Report) suggests a trend toward initiating dialysis earlier
in the course of CKD. The proportion of new dialysis
patients (of all types of health coverage) with higher levels
of residual kidney function steadily increased between
1996 and 2010, from 13 percent to nearly 44 percent. (An
estimated glomerular filtration rate (¢GFR)—a measure
of residual kidney function— above 10 mL/min/1.73 m?
is considered a higher level of residual kidney function.
Lower values of this measure suggest comparatively less
residual kidney function.)

While the share of patients initiating dialysis earlier in
the course of CKD decreased modestly between 2011
and 2019 (from 43 percent to 40 percent), the share

remains three times higher than in 1996. Researchers
have questioned this early initiation of dialysis in those
with late-stage CKD, concluding that it is not associated
with improved survival or clinical outcomes (Cooper et
al. 2010, Evans et al. 2011, Kazmi et al. 2005, Stel et

al. 2009, Traynor et al. 2002). Of the few randomized
controlled trials (RCTs) on this topic, the most influential
RCT found that survival is similar between patients for
whom dialysis is initiated early (with an eGFR equal to
10.0 mL/min/1.73 m? to 14.0 mL/min/1.73 m?) and those
for whom dialysis is electively delayed (with an eGFR
equal to 5.0 mL/min/1.73 m* to 7.0 mL/min/1.73 m?) and
concluded that dialysis can be delayed for some patients
until the eGFR drops below 7.0 mL/min/1.73 m? or until
more traditional clinical indicators for the initiation of
dialysis are present (Cooper et al. 2010). Since publication
of this RCT in 2010, the share of early dialysis initiation
has begun to level off, but it has not yet returned to its
earlier levels.

Better primary care management of the risk factors for
CKD—particularly hypertension and diabetes, which
together are the primary causes of roughly 7 of 10 new
ESRD cases—can help prevent or delay the illness’s onset.
Payers and dialysis providers are testing interventions
among CKD patients to improve their clinical outcomes
(e.g., by reducing hospitalizations), prevent or slow kidney
disease progression, and increase their preparedness

for ESRD (e.g., by educating patients about treatment
alternatives, including transplantation and home dialysis).
The Center for Medicare & Medicaid Innovation (CMMI)
has sponsored several voluntary and mandatory models

to manage the care of individuals with late-stage CKD
and with ESRD. Some dialysis providers have entered
into agreements with commercial payers to provide care
coordination to individuals with CKD and ESRD. The
Commission has long argued that primary care services
are undervalued in Medicare’s fee schedule and has made
recommendations to support primary care, which in turn
could support better management of kidney disease risk
factors.

Since 2011, Medicare has paid for dialysis
services under the ESRD PPS

To treat ESRD, dialysis beneficiaries receive care from
two principal providers: (1) the clinicians (typically
nephrologists) who prescribe and manage the provision
of dialysis and establish the beneficiary’s plan of care and
(2) facilities that provide dialysis treatments in a dialysis
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center or support and supervise the care of beneficiaries decline in dialysis drug use under the ESRD PPS.!° In

on home dialysis. Medicare uses different methods to 2016, the agency recalibrated and redefined the patient-
pay for ESRD clinician and facility services. Clinicians level and facility-level payment adjusters that are used to
receive a monthly capitated payment established in the calculate each patient’s adjusted payment per treatment.'!
Part B physician fee schedule for outpatient dialysis— In addition, since 2018, transitional add-on payments have
related management services (which includes managing been used to pay for certain drugs (calcimimetics) and are
the dialysis prescription and prescribing dialysis drugs); available for qualifying equipment and supplies.

payment varies based on the number of visits per month,

the beneficiary’s age (adults vs. pediatric beneficiaries Transitional add-on payments for new drugs,
under age 20), and whether the beneficiary receives devices, and equipment

dialysis in a facility or at home.” While our work in this CMS uses transitional add-on payment policies for:

report focuses on Medicare’s payments to facilities, it

is important to recognize that facilities and clinicians
collaborate to care for dialysis beneficiaries. CMMI’s
models requiring facilities and nephrologists to work
together—Medicare’s Comprehensive ESRD Care Model,
a shared savings program that began in 2015 and ends in
2021, and the ESRD Treatment Choices Model, a model and, between 2018 and 2020, paid for them under

that is intended to promote home dialysis and kidney the ESRD PPS using transitiolnza113drug add-on
transplantation, that begins in 2021 and ends in 2027— payment adjustment (TDAPA). ™™= As summarized in
acknowledge the need for collaboration. the text box on injectable and oral calcimimetics, in

2021, CMS will pay for calcimimetics under the PPS
To improve provider efficiency, in 2011 Medicare began bundled payment rate.
a PPS for outpatient dialysis services that expanded the
prospective payment bundle to add (1) Part B dialysis
drugs, laboratory tests, and other ESRD items and services
that were previously billable separately and (2) Part D
dialysis oral-only drugs—calcimimetics and phosphate
binders. Clinicians use drugs in these two therapeutic
classes to manage mineral bone disorders, a complication

e  ESRD oral-only drugs that were intended to be in
the bundle in 2011 but were delayed due to actions
by regulatory and statutory provisions—With the
availability of an injectable calcimimetic in 2017,
CMS no longer considered these drugs oral-only

o New ESRD drugs in a new ESRD functional
category—To comply with the statute’s mandate
for including new ESRD-related injectable and
intravenous drugs in the prospective payment bundle,
the agency finalized a policy in 2016 that pays a
TDAPA for new ESRD-related injectable drugs not in

of advanced CKD. 1 of 11 ESRD-related functional categories of drugs
included in the PPS payment bundle.'* (Functional
Under the outpatient ESRD PPS, the unit of payment is a categories are similar to therapeutic classes of drugs.)
single dialysis treatment. For adult dialysis beneficiaries A qualifying drug is paid based on its average sales
(18 years or older), the base payment rate does not differ price (ASP) for at least two years, until sufficient
by type of dialysis—in-center dialysis versus home rate-setting data are available. When the TDAPA
dialysis—but rather by patient-level characteristics (age, period ends, CMS includes the drug in the prospective
body measurement characteristics, onset of dialysis, and payment bundle (by adding a new functional category
selected acute and chronic comorbidities) and facility-level or modifying an existing one) and adjusts the PPS
factors (low treatment volume, rural location, and local base rate, if appropriate, to reflect changes to the
input prices).® Medicare pays facilities furnishing dialysis functional categories.

treatments in the facility or in a patient’s home for up to
three treatments per week, unless there is documented
medical justification for more than three weekly
treatments.”

e  Certain new ESRD drugs in an existing ESRD
Junctional category—CMS expanded the TDAPA
policy in 2020 to apply to new ESRD drugs in an
existing functional category (based on the agency’s

Since it was implemented in 2011, the outpatient ESRD statutory authority). CMS pays a TDAPA using the
PPS has undergone several significant changes. In 2014, product’s ASP for a two-year period; thereafter, it
CMS rebased the base payment rate, as mandated by the is included in the PPS bundle without any change
American Taxpayer Relief Act of 2012, to account for the to the ESRD PPS base rate. CMS does not apply a
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In 2021, injectable and oral calcimimetics are included in the ESRD PPS

payment bundle

included in the end-stage renal disease (ESRD)

prospective payment system (PPS) bundle, and the
base rate increases by $9.93 per treatment (in 2020
dollars). This one-time addition to the ESRD PPS
base rate is based on oral and injectable calcimimetic
utilization, using dialysis facility claims from the
third quarter of 2018 through the fourth quarter of
2019. Using this period accounts for an increase in
the use of oral generic calcimimetics, a steep decrease
in the oral brand calcimimetic (following loss of its
patent exclusivity), and an increase in the use of the
injectable brand version. CMS then multiplied oral and
injectable calcimimetic utilization by their respective
average sal